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Executive Accountancy Training
Realizing, as you must, that accountancy is the very backbone of
business, having to do with every phase and every transaction, it is easy
to understand why the accountant is highly regarded and well paid.
His knowledge of the essential factors that control commercial activities is a “keystone” assuring
his own permanency of position, and the solidity of the entire business structure. Today, thou
sands of the most successful executives in America owe their enviable positions and splendid
incomes to their training in Accountancy.

Now the Demand Is Greater
From the very beginning of modern business there has
been a definite and growing need for accountancytrained men. With new Federal laws and new business
methods prevailing they will be in greater demand than
ever before. Many laws enacted by the recent congress
created new opportunities for the trained accountant.
To qualify for one of these worthwhile positions you
must possess training unquestionable in its thorough
ness. Such training is available to you through Walton
School of Commerce Courses. Here is the

have obtained their training in that manner. You may
learn how they did it through the pages of our inspira
tional book, “The Walton Way to a Better Day."

Send for Our FREE Book
In it you will find many helpful suggestions for your
own betterment and advancement. It is replete with the
experiences of successful men and women who give
Walton training the credit for their business triumphs.
Send for it now. Use the coupon below.

Proof Based on a Record

Mail This Coupon Now!

More than 1,300 of America’s Certified Public Ac
countants, a number equal to practically 10 per cent of
all those now practising in this country, are Waltontrained. Twenty-two honor medals have been awarded
Walton students in Illinois C.P.A. examinations. For
nine successive years Walton men won high honors in
American Institute examinations. Over 250 leading
collegiate schools of commerce use Walton texts and
methods in their classrooms. Surely this is ample proof
of the thoroughness of Walton training.

Check the courses in which you are interested.
They may be taken in combination or separately.

You may master accountancy right in your own home.
Nearly 90 per cent of the successful Walton students

Day and Evening Classes and
Home Study Instruction

WaltonSchool
Commerce
Member National Home Study Council

Charles H. Langer, Ph.B., C.P.A.
President and Educational Director

426-436 McCormick Building
CHICAGO

□ CONSTRUCTIVE ACCOUNTING
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□ COST ACCOUNTING
□ BUSINESS LAW
□ FEDERAL INCOME TAX ACCOUNTING
□ MATHEMATICS OF ACCOUNTING
AND FINANCE

□ C.P.A. COACHING

□ MERGERS AND CONSOLIDATIONS
□ Home Study Instruction
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□ Resident Day Classes

□ Resident Evening Classes

Walton School of Commerce
426-436 McCormick Bldg., Chicago
Please send me, without obligation, complete
descriptions of courses checked above, also copy
of your book, “The Walton Way to a Better Day.”

Name..........................................................................
Address.......................................................................
City and State...........................................................
Occupation.......................................... Age...............
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by Messrs. Reynold and Thornton. The steady sale of the book over a long
period of years indicates that beginners in the field still rely on this valua
ble manual as a guide.
Because of the many changes in business practice and in accounting Mr.
Cipriani undertook the task of revising and rewriting the book. While this
volume is based upon the earlier book, most of it has been rewritten and it
covers a much wider range than its predecessor.
Although the book is addressed to the junior accountant, many senior
accountants and even partners of firms will find it stimulating and instructive.
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HOSPITAL ACCOUNTING
• A complete practical system embracing the latest
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“If I should pick out any one principle to be followed, I would pick out the
principle of the budget as the most productive of all — the budget principle
is one of those fundamental principles which can not be applied without a host of
collateral benefits flowing from it. It is the great starting point for thinking about
the future.” — Walter Rautenstrauch, in “ The Successful Control of Profits.”

Full Working Details of Successful Budget Practice Today in

BUDGETING
By PRIOR SINCLAIR,

Certified Public Accountant;

Member of the firm, Lybrand, Ross Bros. & Montgomery

AlMofOSTlatestableand
presentation, by a competent authority,
best practical methods, including
estimating and constructing the budget, revising as
necessary, and managing by the budgets. Not an out
line of what you might like to do, but complete working
details of budgeting as a practical financial program for
realizing the earnings you feel a particular business can
and should produce.
‘‘Best book on the subject that has appeared to date . . .
a safe and practical guide in planning a budget system for
clients.” — W. H. Lawton in The Journal of Accountancy.

Ideas for Every Business

Every Major Problem of Budgeting
Mercantile and Manufacturing
2I

Chapters Cover:

Practical Business Planning. Essentials for Suc
cessful Budgeting. The Master Budget. Budget
ing Finances. The Estimated Balance Sheet.
The Estimated Profit and Loss Statement.
Sales. Production. Materials. Purchases. Labor
and Payrolls. Manufacturing Expense. Selling
Expense. Advertising Expense. Management
Expense. Plant and Equipment. Retail Mer
chandise. The Budget Manual. Budget Analysis.
The Profit Realization Chart. Budget Reports
and Charts.

The book is designed for the needs of moderate-sized,
small, or large concerns, either mercantile or manufactur
ing. It covers every working problem on which you want to
check up in new system installation or in improving exist
ing methods — determining what to budget, selecting the
budget period, the responsibilities of all members of the
organization in budgeting work, preparing the estimates,
putting the budget in working form, safeguards by proper
approvals and tie-up of budgets and management devices
for operating to realize the budget.

Visualizes Complete, Organized System
Sinclair’s Budgeting offers much important information not
heretofore available. In helping you get into operation things
you’ve wanted to do for your company or for clients, it com
pletely visualizes the budgetary control system, with 14 major
budgets and auxiliary schedules, reports and procedures. It
contains over r6o working forms, tables and charts. All recom
mendations are drawn from successful practice. You have lat
est ideas in coordination of budgeting methods with manage
ment; extension of budgetary control to percentages and ratios
as well as amounts; use of graphic methods for complex prob
lems and in sizing up budget needs and performance of a
business.

Send for a Copy—Satisfaction Guaranteed

You need to examine Budgeting to see the many ways
you can put it to profitable use. right now in your work. Fill in
and mail the order form at the right and we will send you a copy
at once, at our risk and without advance payment. If you don’t
find it will be worth infinitely more to you than its cost, send
it back. Otherwise send us $5.00 in full payment, plus a few
cents for delivery, at the end of the 5-day approval period.
MAIL THIS FORM

The Ronald Press Company, Dept. M—841
I 15 East 26th Street, New York, N. Y.
Send me a copy of Sinclair’s Budgeting. Within 5 days after
its receipt, I will send you the price, $6.00, plus a few cents for
delivery; or, if the book is not satisfactory, I will return it to you.
(We pay delivery charges when cash accompanies order. Same
guarantee of satisfaction.)
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The Pathfinder Service Bulletin
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is mailed FREE each month to practicing public
accountants who request it on their
business letterhead.

FINANCI AL REPORTS
FOR COLLEGES
AND UNIVERSITIES

Compiled by The National Committee on Standard
Reports for Institutions of Higher Education.

An invaluable guide to accountants handling institu
tional business and to university and college business
officers. Includes many model forms of reports, easily
adaptable to individual needs.
300 pages, cloth, $3.00; postpaid $3.15

The University of Chicago Press

PURPOSE:—To describe, discuss and explain new, efficient
forms—methods—systems—and to prove that “PATHFINDER
SERVICE” is of real value to practicing accountants who use it.
CONTENTS:—Feature articles by Public Accountants, Audi
tors, Comptrollers, and Executives.
Short comments—helpful
hints—practical ideas—a little advertising—evenly mixed.

READERS:—Those who try to keep in touch with what is
new and efficient in the field of Accounting. Sample Bulletins
for the asking, and a year’s subscription FREE if you like it.

Charles R. Hadley Company
pathfinders
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LOOSELEAF

330 N. Los Angeles St

AVE time; increase your ability to handle ac
counting questions with this great 1740-page
handbook. Modern practice from simple bookkeep
ing to higher accounting —• principles, working
procedure, forms, controls, reports, audits, etc.
31 big sections in one handy volume for desk or
brief case — the ACCOUNTANTS’ HANDBOOK.
Widely used by executives, credit men, bankers, as well as
accountants at every stage of experience — over 120,000 copies
bought. Nothing else like it at any price. Write today for free
32-page section, full details, and low cost of this famous book.
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SYSTEMS

N. Y.

Los Angeles, Calif.

This history of the evolution of book
keeping into accounting was prepared after
many years of labor and research by the
author. The book is in two parts. Part one,
beginning with Pacioli and his school,
devotes ten chapters to the evolution of
double-entry bookkeeping. The twelve chap
ters in part two deal with the expansion of
bookkeeping into accountancy.
The book is entertainingly written and will
be an invaluable addition to the libraries of
accountants, and, in fact, of all those who
are interested in accountancy.
368 PAGES
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FOR YEARS UNDERWOOD ELLIOTT FISHER HAS
CARRIED IN ITS LITERATURE THE STATEMENT:

Ask Your Accountant
how our machines will help you ”
Thus we invite the cooperation
of members of the accounting
profession in connection with
the effective application and in
stallation of Accounting Ma
chines.
Underwood Elliott Fisher
maintains a Library of Machine
Accounting Applications which

is available to you upon request.
Please feel free to call upon us,
without obligation of course, if
we can be of assistance to you.
Accounting Machine Division
UNDERWOOD ELLIOTT FISHER COMPANY
Accounting Machines .. . Typewriters
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342 Madison Ave., New York, N. Y.
Sales and Service Everywhere

Underwood Elliott Fisher
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Direct
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Accounting
Machine

AUTOMATICALLY
this machine provides complete printed reports
Complete, detailed printed reports are automatically produced
with greatest possible speed by International Electric Accounting
and Tabulating Machines. No cumbersome ledgers or complex
books. By the International Electric Accounting Method, the in
formation is quickly registered into tabulating cards in the form
of punched holes.

Automatically, from this one posting, the machine, shown above,
provides a wide variety of complete reports. This machine will
print, horizontally, eighty-eight characters. The alphabetic section
can be used to indicate or list both alphabetic and numerical data,
and to print balances, net balances and totals appearing in any
counter of the machine.

The accuracy and speed and economy of the International Electric
Accounting Method are acknowledged by business and govern
ments in all parts of the world. Let us demonstrate how this
modern accounting method can aid you. Detailed information
on request.
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270 Broadway, New York, N. Y.
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NO!

It's merely the head

bookkeeper, who is adept with
bow and arrow, looking for the purchasing agent who
specified that cheap ledger paper. The bookkeeper is go

ing to impress the point that the little extra that Resolute
costs is more than saved in bookkeeping-department

time and temper. Neenah Paper Company, Neenah, Wis.

NEENAH RESOLUTE LEDGER
50% NEW RAG CONTENT

THE BEST LEDGER PAPERS ARE MADE FROM RAGS

IDENTIFY RAG-CONTENT QUALITY BY THE NEENAH OWL WATERMARK

MILITARY WEDDING?
NO!

The president dusted

off the old blunderbuss because

he's sick and tired of ledger
forms that wilt under his touch. He's on his way to
persuade the purchasing agent to order Stonewall —
or else! Neenah Paper Company, Neenah, Wisconsin,

NEENAH STONEWALL LEDGER
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How this training
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NE of the interesting fea one-half his lessons to cover
tures of the course in subjects pertaining to work in
Accounting offered by the Inwhich he is most interested.
This elective feature en
ternational Accountants So
ables the student to progress
ciety, Inc., is its wide range
of selectivity, which affords directly to a specific goal.
the student specialized in After attaining his goal, he
can broaden his knowledge by
struction.
The chart shows how the proceeding with the study of
student can select more than the remaining subjects.

O

Upon request, we will gladly mail our booklet,"How to Learn Accounting,” to anyone who is interested in obtaining full information
regarding I. A. S. training. Address the International Accountants
Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.

International
Accountants Society, Inc.
A Division of the
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line of business, they will find the local Burroughs office ready
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line of Burroughs Machines.
Clients and employers will appreciate information as to what
these machines can do, and what economies they represent.

For Burroughs offers such a comprehensive line of Adding,
Billing, Calculating and Accounting Machines — in so many

styles and sizes — that the accountant can select exactly the

right machines to meet any accounting or figuring require
ment.

Burroughs machines also provide the latest develop

ments in speed, simplicity and ease of operation.

Telephone the local Burroughs office. They will gladly arrange
to show you the line of Burroughs machines.
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EDITORIAL
It is trite to say that the present is the
most important epoch in the history of
accountancy; and yet the truth of that
statement does not lose any of its force by frequent repetition.
Every day brings some new development which may have per
manent effect upon the future of the profession. Much of the
ultimate significance of what is being done or attempted can not
be foreseen, yet everyone is conscious that out of the current
whirl of experimentation will emerge an accountancy different
in many ways from the original form. Individual accountants
may approve or disapprove the many theories which are being
enunciated, but there can be no difference of opinion as to the
tremendous importance of the effects which must be felt by ac
countants throughout the country—and to some extent by ac
countants throughout the world, because we have passed beyond
the boundaries of national isolation, whether we like it or not.
Fortunately, many members of the profession are keenly inter
ested in the part which the American Institute of Accountants is
playing in an effort to guide business and finance into a more de
sirable state than they have ever known in the past. Much of
the new adventure will fail, much will be of little final value, but,
nevertheless, much will remain which will make for better and
safer conduct of American business. During the early days of
1933 and 1934 the government and its vast multiplicity of com
missions, boards, agencies and the like were striving after some
thing which they had not clearly defined in their own minds.
Order to Come Out
of Chaos
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The great point was that there should be a change, and, conse
quently, attempts were made to regulate and to regiment with
a thoroughness and a lack of knowledge which were full of jeopardy
for everyone in the whole country. Gradually, however, the
wilder ideas were discarded one by one, and, before the revolution
is over, we shall doubtless find that the most serious dangers in
the frenzy of reformation will have been overcome and wisdom
will prevail.

One of the most vivid illustrations of
the bringing in of wiser counsels is af
forded by the securities and exchange commission. In The
Journal of Accountancy for February, 1935, attention was
directed to the sympathetic and intelligent efforts of the com
mission to carry on its functions with the least possible obstruc
tion to business. It seems safe to say that, of all the commissions
appointed under the present administration, none has shown a
more receptive attitude toward competent advice and none has
met greater cordiality of cooperation. Indeed, while there must
be a measure of approval for a few of the acts of other commissions
—the perfect commissioner is yet to be born—it is undoubtedly
true that if all the commissions had been imbued with a reason
ableness similar to that displayed by the securities and exchange
commission most of the difficulties of the past two years would
have been avoided. On one vitally important point the com
mission did not accept the suggestions of accountants. This
was the amount of disclosure required by the securities and
exchange commission in form 10, as it is commonly called.
This form is the one which calls for financial statements reveal
ing certain essential facts. Here it is provided that the profitand-loss statement shall disclose the amount of gross sales, cost
of sales and gross profits. At first glance this seems as indefen
sible and dangerous as the absolutely unwarranted provision
under the income-tax law of 1934, that all income-tax returns
shall be available for inspection, under certain regulations which
do not constitute a barrier to any inquisitive soul who will take
the trouble to make inquiry. It is directly contrary to the Ameri
can ideal to have one’s financial status a matter of public record,
and we must believe some wiser and less obedient congress will
soon abolish, we hope forever, the principle of indecent exposure.
Following the public disgust with the publicity provisions of the
Listening to Reason
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income-tax law, it was not astonishing that there should be public
dread of a similar inquisitiveness on the part of the securities
and exchange commission. In general, however, the commis
sion was receptive and did not arbitrarily cast aside the opinions
of informed advisors.

A committee of the American Institute
of Accountants, which has been in fre
quent conference with the securities
and exchange commission, prepared recommendations for the
administration of the law which, it was felt, would do much to
mitigate the dangers inherent in literal interpretation. Every
one who knows anything of the conduct of business understands
the argument that trade secrets must be trade secrets if trade is to
survive. If we were to have a full disclosure of every item of
the accounts of a corporation engaged in competitive endeavor
there soon would be no competition. Everyone would be
placed upon a common level and we should have a flattening of
business which would prevent success in any department. In
the memorandum submitted by the Institute’s committee the
two most serious objections to the disclosure of confidential
information were, first, that it would be detrimental to the
interest of investors and therefore contrary to the purpose of the
law; and, second, that the information itself might be misleading.
These objections were supported by illustrations of typical cases
in which disclosure of sales and gross profits might be detrimental
to the interest of investors and another series of illustrations of
how such information might be actually misleading. We take
the liberty of quoting three of these examples:
For Protection of
Trade Secrets

“(1) While such information might seem to indicate a trend,
it could be seriously confused by individual sales policies, selling
prices, seasonal business and other factors. It would be im
possible to convey to stockholders data on all these points.
“ (2) Some products are seasonal; others are sold for immediate
consumption; and still others are sold for new plant and equip
ment and would not represent repeat business. The bare facts
as to sales would in many cases fail to indicate correct trends.
“(3) In certain sections of various industries, such as sugar
or metals, companies receive their profits for their services in
refining or processing, and the price of the raw materials is of
comparatively little importance; in fact in many cases the com
panies may undertake a large volume of business under what is
called a ‘tolling’ arrangement, i. e., to process the raw materials
163
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owned by others and to charge only for services in processing.
The company might have done more processing business in one
year than another year when there was comparatively little of
this 'tolling’; although in the latter year the sales reported might
be substantially higher, due to the inclusion therein of a greater
amount of raw material. In other words, larger sales would be
shown in the year in which less business was actually transacted.”
The committee might have gone even
Misleading Statements
further and have referred to the abso
of Fact
lute injustice of conclusions which
might be drawn from the figures for any one year. If a corpora
tion, let us say, were engaged in the shipbuilding industry, it
might have the rare good fortune to make a contract for the
construction of mail steamers and derive, because of peculiar
conditions or some accident of overestimating cost, a profit
which to the casual inquisitor would look fabulously large—as
indeed it might be. The public, with the full record of costs and
contract prices before it, might be pardoned for coming to the
conclusion that the company was making more profit than could
be considered compatible with the public interest and with sound
business principles. The same company in a dozen subsequent
contracts might lose more than it had made in the one fortunate
case. All company contracts are made in the hope that the
general average will produce a profit, and the history of most
industries shows that over a period of years the profits are seldom
excessive. Yet if the one profitable year of our hypothetical
company were fully reported to the public the reputation of
that company would be affected for years to come. The subse
quent losses would never overtake in public appetite the appar
ently outrageous profits of one unusual contract.

The Institute’s committee also raised
General and Adminis
the question whether in all cases listed
trative Expenses
companies should or should not be re
quired to show the amount of selling, general and administrative
expenses. Here the committee suggested three ways in which
companies could be protected from the necessity of full disclosure
and at the same time give to the public all the information which
was sought in what the committee believes to be the spirit of
the law. The committee suggested that, when the commission
felt disclosure was required, companies should be permitted
164

Editorial
(a) to show sales and to combine cost of goods sold with
selling, administrative and general expenses; (b) to show sales
first as a memorandum only and then to begin the statement
with the net operating profit from the normal operation of the
business; or (c) to show as the first item the gross profit and to
deduct from that amount the selling, administrative and general
expenses. On this point it is hoped that the commission will
issue liberal regulations. In the meantime it is consoling to
recall that the law includes a provision that information which
would imperil the welfare of a company may be submitted to
the commission on the understanding that it shall be kept in
confidential files and shall not become public property.
The Bulletin of the American Institute
of Accountants, published February
15th, contained an informative review
of the progress of negotiations between the securities and ex
change commission and the Institute’s committee. Here the
cooperative spirit of the commission is increasingly revealed.
The Bulletin review refers to statements recently made by three
members of the commission, James M. Landis, George C.
Mathews and Robert E. Healy. All these commissioners
emphasized their desire to permit the utmost flexibility in the
presentation of the required audit report. Many inquiries have
been received as to the forms of certificates required for annual
reports to stockholders, and the Institute’s committee has sent out
to the membership a letter advising that no changes in the form
of certificate seem to be necessitated by the act or regulations,
and that the form approved by the Institute and endorsed by
the committee on stock list of the New York stock exchange
is appropriate for use in reports to stockholders.

No Change in
Certificate

Another question which will undoubt
Disclaimers Generally
edly
arise in the minds of accountants
Undesirable
who are called upon to prepare state
ments required by the securities and exchange act is whether
or not accountants should disclaim any responsibility for
matters which do not come strictly within the scope of their
survey. For example, must the accountant definitely disclaim
responsibility for knowledge of the physical condition of proper
ties? Must he decline to assume liability for quality. and
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quantity of inventories? Questions of this kind and questions
of validity of titles will occur, and the accountant will be con
fronted with a serious problem of the wisdom or unwisdom of
clearly limiting the appearance of responsibility. We have
always felt that qualifications in the form of disclaimers may have
most unexpected effects. If a man announce that he does not
beat his second wife, does he, by inference, admit that he did
beat the first wife? On the other hand, if he maintain a silence
upon the subject of marital infelicity it is probably safe to
assume that he beat neither wife. So an accountant who dis
claims responsibility for validity of title may, by inference,
appear to admit responsibility for some other similar item in the
accounts. Of course, there must be qualifications in many cer
tificates; but we are speaking now of that form of qualification
which is known as a disclaimer. It is easy to talk too much,
and the man who is busy disclaiming a few things may find him
self saddled with liabilities which otherwise would never
have been attributed to him. Furthermore, technical dis
claimers are apt to catch the eye of the reader before anything
else, and thus to distract his attention from the really impor
tant matters of the reports. It may be that subsequent laws
and regulations may render disclaimer of certain specific matters
imperative, but it seems to be the safe rule to avoid mention of
things which obviously or by custom fall without the range of
the accountant’s responsibility.
One of the important questions which
confronts every concern engaged in
selling merchandise is the valuation of
inventories when there is a more or less continuous flow of goods
or commodities both inward and outward. The matter is par
ticularly important in the case of oil companies, and it is inter
esting therefore to review the action of the board of directors
of the American Petroleum Institute at a recent meeting in
Dallas. The Petroleum Institute’s committee on uniform
methods in oil accounting had recommended the principle of
“last in, first out’’ in valuation of petroleum inventories. We
quote the following excerpts from the report:
Valuation of
Inventories

“Current costs of crude oil and products should be charged
against current sales as long as inventory quantities remain ap
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proximately unchanged, or sales are about equivalent to new
acquisitions (production and purchases).
“In the costing of crude oil stock (inventory), current produc
tion and current purchases should be the first applied to current
cost of sales and current operations. . . .
“In the costing of product inventories, current purchases and
current production should be the first applied to current cost of
sales and current operations. . . .
“In starting the ‘last in, first out’ inventory plan, the prices
should be set at a conservative or reasonable figure. In the
future, inventory prices should not be reduced to market prices,
when lower than the regular inventory value. Where the market
value of the inventory is less than that carried in the balancesheet, such condition should be shown in parentheses or as a foot
note in such manner that the approximate difference can be
ascertained, either in dollars or percentage.”

There will be differences of opinion as to the accuracy of the
method of valuing inventory which is recommended by the
Petroleum Institute, and in recognition of this fact it has been
arranged that deliberations shall take place between the account
ing committee of the Petroleum Institute and the American
Institute of Accountants’ special committee on inventories.
These deliberations should determine whether the principle of
“last in, first out” may be considered as acceptable and in con
sonance with sound accounting or, if there be a difference of
opinion between the two committees, what alteration in the
method of application of some such principle may be required to
make it acceptable. There has been something resembling a
tradition in favor of “first in, first out” for ordinary merchan
dise inventory valuation, but it may be that there is something
inherent in the inventory of commodities such as oil which will
justify the principle which the Petroleum Institute now advocates.
At any rate the question is of more than academic importance
and the two committees should be productive of something almost
authoritative.
Many accountants have been com
menting upon the instructions to audi
tors of books and accounts of code
authorities recently promulgated by the national industrial
recovery board. In general, the instructions are regarded as
satisfactory and not in conflict with the principles of sound
accounting, but there is a good deal of dissatisfaction with the
Accounts of Code
Authorities
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concluding section of the instructions which calls for an affidavit
by the auditor. The form of affidavit reads as follows:
“I solemnly swear that the audit of the books and accounts of
..................................... code authority reported on herein was
made by me or by my employees under my direction in conform
ity, as nearly as possible in the circumstances, with the Instruc
tions to Auditors of Books and Accounts of Code Authorities, and that
I am qualified to audit the said code authority as a ‘ competent, in
dependent auditor ’ as defined by the national recovery administra
tion in its administrative order No. X-l19
, dated December 5,1934.
“Sworn to before me this...................... day of.........................
in the year 19....”

While most auditors will cheerfully admit that they are “com
petent”, it is not customary to make an affidavit to that effect,
and we doubt if many would consent to make an affidavit in
such form. It savors too much of routine and too little of pro
fessional responsibility. It sounds very much as though it were
founded upon a form of affidavit relative to the constituents of
some article of manufacture. (Parenthetically, we may perhaps be
permitted to inquire, why by tradition the word “solemnly” pre
cedes the word “swear.” Does one often gaily swear?) One of
the great difficulties innate in all attempts to regiment business is
the tendency to do by rule of thumb things which should be done by
rule of brain. An auditor is not a machine—at least he should
not be—and any attempt to dictate the nature of his certificate
is abhorrent. It is probably well enough to lay down a scheme of
instructions relative to the scope of audit, but restriction should
not extend to the auditor. As an illustration of the sentiment of
accountants on this subject, we quote the following certificate
which was written by one of the well-known firms:
“We have made an examination of the accounts and records
of the...................................... for the year ended December 31,
1934. This examination has conformed in general with the
Instructions to Auditors of Books and Accounts of Code Authorities.
No partner or employee of the firm is connected with the code
authority; our only relation is that of an independent audi
tor. Based on our examination and information furnished to
us, in our opinion the accompanying statements, subject to the
comments in this report, correctly set forth the financial condi
tion of the ...................................... at December 31, 1934, and
the results of its operations for the year ended at that date.”

This certificate differs radically from the form of affidavit pre
scribed by the national industrial recovery board. It reserves
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to the accountant the status of a professional man, and it tells
the truth so that any one can understand it. No doubt the
national industrial recovery board will be perfectly willing to
accept a certificate in the form just quoted and will not attempt
to insist upon a mere inflexible affidavit.

A Perennial
Question
really has no answer.
pression :

From time to time it has been the
custom in these pages to attempt to
answer an ever-recurrent question which
Here is an illustration of its latest ex

“I am taking the liberty of writing to you to ask your advice
in regard to a personal problem which is worrying me.
“I am an accountant, age 45, and have had many years’ ex
perience in manufacturing industries—for the past five years
have specialized in cost-accounting in private practice. Largely
due to the depression, I have been out of employment and at my
age find it rather difficult to obtain a position.
“Do you think industrial concerns are giving preference to
younger men? Has a man at my age a chance of obtaining em
ployment? If there are yet opportunities in industry for the
middle-age man, what in your opinion would be the best field
to engage in, general accounting or cost-accounting?
“ I have considered taking up the public practice of accounting,
giving part time bookkeeping service for small concerns, prepar
ing financial and profit-and-loss statements, etc. Would you
please advise me as to what would be a fair and proper fee to
charge for this service, on an hourly, weekly or monthly basis?
“Any advice or suggestions you can give me regarding my
future work in accounting would be greatly appreciated.”
During the life of The Journal of Accountancy perhaps a
thousand letters have been received making the same inquiry:
What is a man of middle age or old age to do? Is there room
for him anywhere? Is he not better qualified than some new
comer could possibly be to carry on the work of an accountant’s
office? Does not justice require that he be given an opportunity
to employ his talents and to earn for himself and his family a
livelihood?
Of course, the answer to the last
question, if carelessly given, is always
Yes. He should have a chance, and
no doubt he will do much better work than many who are younger
than he—but that is no answer at all. There are scores of men

Fact and Theory
Discordant
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who carry their natural adaptability with them into middle and
later life, but it is difficult to convince a prospective employer
that he can make a man of advanced years conform to the prac
tices of an office as readily as a man who has not become set in
his ways. Then, again, there is always the question of physical
strength—and the work of an accountant’s office is onerous,
trying and tiring. The young man can be sent anywhere and
be reasonably content, but the older man is apt to become fret
ful and unhappy if hardship has to be encountered. The great
determining factor is one that can not be considered at all in
correspondence: that is the question of personality. If this whole
problem be considered on the basis of sentiment, there is, of
course, no justification for preferring young men to men of
advanced years; but one can not conduct a business or a profes
sion or any other activity of life, outside of pure philanthropy,
without giving some consideration to pragmatic questions. It is
all wrong in principle that a man of forty-five should be less
desirable than a man of thirty; but one is a fool to attempt to
shut his eyes to the facts, however unfair they may appear.
We have no sympathy at all with the organization which fails
to recognize long service and rudely dispenses with old and well
paid men in order to take in younger and cheaper men. That
seems entirely reprehensible; but that is quite different from
choosing between two applicants for positions, one a young,
healthy, vigorous and somewhat proficient man and the other a
man who has passed the prime of life and almost always has the
disabilities which age brings in its train. To attempt to answer
the specific question in the letter which we have quoted is, as we
have said, futile. Whatever answer is given may be altogether
erroneous in the particular instance; but, speaking generally, we
believe it safe to say that accountancy is not the place to attempt
a new adventure in the afternoon of life.
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Treatment of Declines in Inventory Values
By Stephen Chan

The merchandise inventory, one of the more significant bal
ance-sheet items, is important, not only because of its value and
its effect on the current ratio, but also because of its direct relation
to the profit or loss for the period under review. As a preliminary
to a discussion of this asset, it may be well to present several gen
erally accepted principles of inventory valuation. Although
there are exceptions, the basic rule is valuation at “cost or market
whichever is lower.” In line with the principle of providing for
all losses but anticipating no profits, the inventory should not be
valued at more than its probable realization value. In other
words, it is agreed that slow-moving or unsalable merchandise
should be written down to a price at which no loss should result in
the succeeding period, thus taking up the loss as it becomes ascer
tainable. Continuing the above reasoning, profit should not be
taken on any unsold merchandise. It is also a generally accepted
fact that the inventory at the beginning and end of the period
should be valued on the same basis, although in times of fluctuat
ing prices and costs it may be difficult to agree upon the true
meaning of the words “same basis.”
Declines in the value of the merchandise inventory may be
briefly explained and classified, as follows:

I. A drop in the purchase price of the raw materials which a
concern purchases for use in manufacturing a finished
product or in the price of goods purchased for resale:
(a) Before the inventory date.
(b) Subsequent to the inventory date.
II. A drop in the selling price of the finished or in process
inventory:
(a) Before the inventory date.
(b) Subsequent to the inventory date.
I.

Declines in Purchase or Replacement Price
of the Inventory

(a) A drop, prior to the inventory date, in the purchase price of
items making up the inventory should be given effect to in the
pricing. This requires no journal entries, the inventory being
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placed on the books of account at the lower value resulting from
reductions made in the pricing of its component parts.
(b) However, when subsequent to the balance-sheet date a
decline of any size takes place in the price at which the materials
making up an inventory may be purchased in the open market, a
different situation exists. In order to conduct profitable opera
tions in the ensuing period, the raw materials inventory at the
beginning of that period (or at the end of the present period) must
be valued at a price which gives effect to the lower prices which
will prevail and will probably reduce the price of the respective
finished products. The same line of reasoning holds true for a
trading business, whose inventory consists of goods already in a
salable state. Another reason for giving effect to a price decline
is the principle of providing for all ascertainable losses as they are
discovered. The balance-sheet should set forth as a current asset
an inventory which will be realized, or turned into cash, at the
proportionate value shown, plus the usual gross profit. It is evi
dent that if the purchase or replacement price of the inventory
decreases, the selling prices of this concern as well as those of its
competitors in the same field will probably be adversely af
fected within a short time. Provision should be made for this.
Since the price decline has taken place subsequent to the inven
tory (and balance-sheet) date, it may not be quite orthodox to
give effect to it in the detailed inventory pricing. However, it is
agreed by conservative accountants that some provision should
be made. In my opinion, it is best handled by an inventory re
serve. However, it may also be done merely by a reduction of the
total figure shown on the inventory sheets. In that case, the
inventory figure on the balance-sheet will, of course, be shown net.
If a reserve is created, the balance-sheet will either state “inven
tory, net of reserve,” or it may disclose the amount of the reserve.
I believe that since the price decline has occurred after the in
ventory date, and since the decline is probably unusual, unex
pected or perhaps not permanent, the best method of showing the
provision for it in the profit-and-loss statement is to arrive at the
gross profit using the gross inventory at cost (calling this figure
“gross profit before giving effect to reduction in inventory
values”); then setting forth the provision for inventory reserve,
thus arriving at the gross profit after adjustment. The main ar
gument in favor of this treatment is that, to obtain a true gross
profit for comparative purposes and to facilitate gross profit
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comparisons, the inventory at the beginning and end of the period
should be valued on a cost basis. The first gross profit figure ar
rived at above is based on opening and closing inventories on the
same basis; the gross profit after adjustment is after giving effect
to market declines.
When a provision for inventory price decrease has been created
out of this period’s profit-and-loss, the accountant should use the
inventory figure before reserve, in the profit-and-loss statement;
otherwise he will be charging profit-and-loss twice with the
amount of the reserve. Those accountants who do not set up a
reserve but handle the price drop by a direct reduction of the in
ventory do not encounter this problem; they merely show a net
inventory figure on both the balance-sheet and profit-and-loss
statement.

II. Decline

in

Selling Price

of the

Inventory

A decrease in the selling price which will be obtained for the
goods on hand will probably exert an adverse effect on the profits.
The accountant completing his audit several weeks after the bal
ance-sheet date can readily observe any fluctuations in the selling
prices of the stock in trade. He may, for statement purposes,
disregard minor declines either before, or subsequent to, the date
of his audit. However, when the selling price drops to a point
where the resulting percentage of realizable gross profit is too low
to cover the expense of doing business, a reserve should be pro
vided. Since the main aim of business activity is to earn a profit,
if a balance-sheet sets forth an inventory valued at a price on
which no profit can be realized, the reader or analyst is deceived,
because, unless mention is made to the contrary, he may assume
that the inventory shown on the balance-sheet will be liquidated
within a year at prices sufficient to realize approximately the
gross profit usual in the particular industry.
(a) Provision to reduce the inventory to give effect to a large
decline in selling price, which has occurred before the date of
taking inventory and will continue for a time to come, can best be
made by a direct credit to the inventory. In other words, the
inventory items should be priced at a figure which will allow the
realization of a sufficient gross profit.
(b) It is difficult for the auditor to determine whether a severe
reduction in the selling price of the inventory, which occurs within
a few weeks after the balance-sheet date or just prior to the time
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he submits his report, will be permanent or have a serious effect on
his client’s business. However, a prudent auditor provides for all
contingencies brought to his attention; therefore, I would advise
the creation of a reserve for this price decline, to the extent needed
to reduce the value of the inventory to sales price less the expense
of doing business. This reserve should be set up out of profitand-loss, as previously described under section I, part b.

Conclusions
Several controversial points arise out of the foregoing disserta
tion. The first questions to consider are: Should a reserve be set
up or should the credit be made directly to the inventory? And,
when setting up an inventory reserve, should it be set up out of
surplus or profit-and-loss? The question of whether to provide
for these price declines by means of a reserve or by a direct credit
to the inventory is often a matter of individual preference. How
ever, I would advocate the following general rules:
When the decline (either in the purchase or sales price) takes
place before the balance-sheet or inventory date, reduce
the pricing of the inventory or its component parts.
When the price reduction in the purchase price of the inven
tory or a part thereof takes place subsequent to the inven
tory date, either set up a reserve or credit inventory.
When the drop occurs in the sales price of the finished in
ventory subsequent to the balance-sheet date, set up a
reserve.
In my opinion, an inventory reserve when employed, should be
created by a charge to profit-and-loss, in the manner previously
discussed in section I, under part (b), and not out of surplus.
The reasons for this are as follows:
1. An inventory loss is a profit-and-loss charge.
2. The operations (profit and loss) of the current period should
be affected by any decrease in inventory value.
3. As a general practice, where an item may be correctly
debited to profit-and-loss or surplus, I favor the entry to
profit-and-loss both as resulting in a more conservative
presentation of the period’s operations and as a means of
avoiding numerous surplus adjustments.
In some cases, the management may wish to provide for some
event which has not yet taken place but may adversely affect the
future price of the inventory. In a case of this kind, since the
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reserve is more in the nature of a contingency reserve than an in
ventory reserve, it is proper to segregate a portion of surplus for
this purpose.
Another important point in a discussion of inventory reserves is
the method of handling a reserve which has been set up in the
prior period and is still on the books. If, when making an audit,
it is discovered that the management or a previous auditor has
segregated a reserve for future inventory fluctuations from sur
plus, the auditor should credit this reserve back into surplus.
There are two reasons for this: first, if the decline has already
taken place, the auditor will give effect to it in the present inven
tory pricing, and, second, if the price drop has not materialized,
there is no longer any need for this reserve.
However, if, when preparing the financial statements, the ac
countant comes upon an inventory reserve which had been set up
in the prior period out of profit-and-loss, for obsolete merchandise
or decreases in the replacement value or selling prices of the inven
tory, there are several courses he may follow. The treatment of
this reserve on the balance-sheet presents no difficulties. If the
condition necessitating its creation has been corrected and the
reserve is no longer required, it should be written off. If a part of
the reserve is still required, the company should write off the
unneeded portion and allow the necessary portion to remain on
the balance-sheet. For purposes of the profit-and-loss statement,
however, I would advocate the use of the following general rule:
Allow the method used in the creation of an inventory reserve to
govern its disposition.
Expanding this reasoning, when the reserve has been set up in
the prior period through the gross-profit section of the profit-andloss account, as recommended under section I, it should be re
duced through the gross-profit section of this period’s profit-andloss account, as an adjustment of the opening inventory. If the
reserve has been created by a profit-and-loss charge under “other
charges,” it should be closed out or reduced by a credit to a profitand-loss caption not affecting gross profit, such as “other credits.”
When the reserve set up in the prior period remains unchanged,
this period’s profit-and-loss statement is not affected, since the
reserve applicable to both opening and closing inventories is the
same and has already been created out of prior operations. The
balance-sheet, in this case, will, of course, carry the reserve in the
same manner and amount as at the close of the preceding period.
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The Technical Witness
By David Donoghue

In this age of technical control of industry, the technical man is
being drawn into many legal controversies regarding the regula
tion of industry by bureaucratic bodies as well as into the cases
involving the disputes that arise in the ordinary conduct of
business.
Lawyers will say, and cite judicial opinions in proof, that
“expert” testimony is regarded by their profession as being
highly untrustworthy. It might be well to pause here and allow
the technical man to hazard a guess that “expert” testimony can
hardly be much better than the ability of the lawyer who intro
duces it or of the counsel for the opposition whose duty it is to
controvert it. It is difficult, if not impossible, to give technical
testimony on a witness stand in an impartial and thoroughly
technical manner and to tell “the truth, the whole truth and
nothing but the truth.” The whole truth is seldom brought out,
due largely to the fact that it is not wanted by either side.
Contributing factors are the limitations sometimes placed upon
the presence of technical assistance in the court-room during the
progress of testimony; the inability of some technical men to give
intelligent advice to the attorneys during the progress of direct
and cross-examination; and all too often the lack of experience
and thorough preparation by both attorneys and technical men.
A technical witness should be as impartial as the judge hearing
the case. Many attorneys fail to recognize this tendency on the
part of the competent and experienced witness and proceed to ask
questions calculated to arouse his ire. In self defense, the witness
may have to adopt tactics that overemphasize the importance of
the testimony favorable to the side which employs him. On the
other hand, shrewd lawyers recognize that an honest but indignant
witness may be let into statements that will impeach his testimony.
Seldom is it found that one of the parties to a legal dispute is
wholly right and the other wholly wrong. Occasionally a careful
technical presentation of all available facts will cause a com
promise or dismissal of the action before it comes to trial.
The technical witness should not be interested in the personal
ities usually involved in a court action. This is an attitude which
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can not be understood by many laymen, especially those whose
thoughts and reasoning are inclined towards the political. The
witness has facts and opinions to present, based on general and
particular studies of the points at issue. His testimony, if
preparation and studies have been sufficiently thorough, can be
used by either side or both sides; and this is as it should be, if the
litigants are not fearful of the truth, the whole truth.
Often it is represented to a prospective witness that his presence
in court is desired to give evidence on some stated point only, and
he finds that cross-examination is not confined to that particular
subject and that he is being disqualified and humiliated because
he is not prepared to answer all questions related to his profession.
There is nothing to be done in such instances but to “take the
gaff,” unless the witness has enough foresight to get a statement of
his position into the record before having to admit on crossexamination how inadequate his preparation has been.
The ideal manner in which to present technical testimony
would be for the presiding judge to appoint a competent technical
man or board to examine into the merits of the case and make a
written report to the court stating such facts as are available and
such theoretical considerations as may be regarded as funda
mental. Individual deductions and theories should be stated
separately from the body of the report, and the expert or experts
should be subject to cross-examination by both sides of the con
troversy. Then, if the attorneys had not thoroughly prepared
themselves, they could point the finger of scorn in their own direc
tion and not, as they now do, towards the so-called “expert”
witness.
Lawyers are prone to desire, if not compelled to seek from a
witness, only those facts that are favorable to their case. It is
the duty of the opposing council to develop by cross-examination
the evidence that modifies the import of the direct testimony, and
no honest technical man should be the least chagrined by giving
an answer damaging to his client in reply to a fair question.
As a practical matter, a witness should request that a copy
of the transcript of his testimony be made available to him.
Court reporters are not always familiar with technical words
and expressions and sometimes corrections are necessary, and,
most important, a review of the testimony will probably con
vince the witness that he should endeavor to confine his answers
to “Yes,” “No” and “I don’t know.”
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Expert testimony is largely opinion testimony. It is well
recognized that competent technical men will differ in opinions
based on their understandings of a given set of facts. If the
undisputed facts were available to all concerned, there would
undoubtedly be less difference of opinion. The fear of attorneys
that certain facts will have an unfavorable effect upon judge and
jury leads to the suppression of facts. What, then, should mem
bers of the bar expect from the “experts” whom they bring to the
witness stand? Then, too, they have another problem, solely
theirs, the incompetent and the dishonest “expert.” When a
man has his day in court he is entitled to such legal assistance as
his purse and inclinations may dictate, and if technical advice or
testimony is also needed the same factors will govern the selection
of an “expert.”
The witness stand is a stage and the attorneys and witnesses
who present a case in a manner that reflects preparation, knowl
edge, skill and ability have the best chance to receive the favor
able verdict of judge and jury.
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Accounting for Business Life-Insurance
By D. G. Knapp

In comparatively recent times it has become common for busi
ness executives to be insured for the benefit of the concerns with
which they are associated. Probably for this reason the account
ing treatment for cash-surrender value and the unexpired pre
mium have not been given a great deal of consideration by writers
in the accounting field. In the following paragraphs an attempt
is made to present the underlying theory of life insurance as well
as the accounting problems relating to it.
Life insurance is unlike most other types of insurance in that
there is not only the risk of death during a given period, but, in
addition there is the constantly increasing risk as the insured be
comes older and the certainty of death at some future time (as
sumed for insurance computations to be not later than 96 years of
age of the insured).
If the insurance rate included only the cost of carrying the risk
from year to year and if the rate of premium increased in accord
ance with the increasing risk, the premium would vary from
about $8.50 a thousand at the age of thirty to as much as $70 at
seventy years of age. As the increased premiums in later years
would result in the cancellation of many policies before death the
value of life insurance would be greatly diminished.
To obviate this difficulty the insurance companies accumulate
sufficient funds in reserves to level the cost to approximately the
same amount from year to year. This leveling process is accom
plished in two ways: the amount of risk is reduced by the increase
of the reserve fund year by year, and the interest on the reserve
helps to carry the increased cost of what risk remains.
This reserve fund, which is required by law and hence called
legal reserve by the insurance companies, is the basis of the cash
surrender value of the policies. On account of the varying sur
render charges the two do not exactly agree, but they are prac
tically the same except for very new policies.
It is evident, therefore, that an insurance premium (ordinary life
is assumed) includes, not only the cost of carrying the risk for a
year, but, in addition, an amount to be set aside as legal reserve
and available to the owner of the policy for surrender or loan
values.
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A third problem is found in the “participating” policies. This
is an addition, to the annual premium, of a sufficient amount to
cover unusual expenses or excessive mortality should they occur,
but normally it is returned to the policy holder in annual divi
dends. The dividends are usually determined for a year in ad
vance and so are not dependent upon the current year’s operations.
They are normally available at the end of the policy year whether
the policy is continued or not. They are, therefore, a good
asset payable within one year and are not included in the cash
surrender values.
The premium paid may be divided into three parts: (1) the an
ticipated dividend, (2) the increase in cash-surrender value, (3)
a part of the cost of carrying the risk of death within the year.
The balance of the risk is carried by the interest earned on the
legal reserve fund.
In twenty-payment contracts an increased premium is required
to increase the reserve fund sufficiently to carry the entire cost
after twenty years. Likewise an endowment contract requires a
still higher premium in order to accumulate an amount equal to
the face of the policy in twenty years, or whatever the term of the
contract may be.
Several methods have been employed in the handling of these
problems. The order of description is from the earliest to the
most recent methods.
1. The entire amount of cash paid in is set up as a “lifeinsurance investment” without regard to cash-surrender value
or unexpired premiums.
2. The entire amount paid in is set up as in number one, but
carried in two accounts: the cash-surrender value in one and the
excess in another.
3. The cash-surrender value at the end of the previous policy
year is set up as an asset and the current premium is charged to
expense when paid.
4. The cash-surrender value at the end of the previous
policy year is set up as an asset and the current year’s pre
mium is distributed over the policy year like other types of
insurance.
5. The cash-surrender value at the end of the policy year to
which premiums have been paid is set up and the excess of the
net premium paid over the increase in cash value is distributed
over the policy year applicable.
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6. The cash-surrender value at the end of the policy year to
which premiums have been paid is set up, the dividend receivable
at the end of the policy year is set up, and prepaid insurance is
charged with the excess of gross premium less estimated dividend
over the increase in cash value. The dividend received is of
course credited to the receivable set up at the beginning of the
previous policy year.
7. The cash-surrender value at the end of the policy year to
which premiums have been paid is set up, the dividend receivable
at the end of the policy year is set up, prepaid insurance is charged
with the excess of the gross premium less estimated dividend over
the increase in cash-surrender value and, in addition, an entry is
made monthly crediting interest income and charging life-insur
ance expense with three per cent. of the present cash-surrender
value.
Plan one, whereby the entire amount of cash paid is set up as an
asset, disregards the fact that part of this payment goes for carry
ing a risk and is therefore an expense and nothing else.
The second plan is little better than the first and can not be
recommended.
The third plan is often used. It disregards two factors, how
ever—the cash-surrender value is substantially less than it should
be, and a prepaid expense is overlooked. Montgomery, in Audit
ing Theory and Practice, says “The cash-surrender value is not
the cash-surrender value or loan value which is stated in the
policy at the beginning of the year, but in all cases where premi
ums are paid in advance (which is the general custom) it is the
cash-surrender value or loan value at the end of the policy year
less discount to the end of the policy year.” The discount is
always materially less than the increase in cash value and the two
can not reasonably be considered as offsets. It is no more correct
to disregard the prepaid life insurance element than any other
prepayment.
Plan number four is favored by many public accountants. It
states the sum of the cash-surrender value and the prepaid life
insurance correctly at the beginning of the policy year, but it in
cludes a substantial portion of the cash-surrender value in prepaid
insurance. After the beginning of the year neither the total nor
the detail is correct. As the end of the policy year approaches we
find that the cash-surrender value is understated by one year’s in
crease and, as the prepaid item has been written off to expense,
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this factor does not compensate for the difference in cash-surren
der value at the beginning of the year.
’
The fifth method is believed sound as to the proper statement of
cash-surrender value and the prepaid insurance expense. It does,
however, overlook the dividend receivable and fails to state the
true cost of the insurance, particularly in the later years of the
policy, as it makes no provision for the portion of the insurance
cost carried by the interest income on the legal reserve. The
journal entry to record the payment of a premium would be:
Cash-surrender value life insurance...................................
Prepaid life insurance.........................................................
To cash........................................................................
To take up increase in cash-surrender value
as computed below and charge net insurance
cost to prepaid expense.
Total premium policy No. 16843.......................................
Less dividend..................................................................
Net premium payment...............................................
Cash-surrender value at end of next policy
year..........................................................$100,000
Less value on books.........................................
90,000
Net insurance cost......................................................

$10,000
4,000

$14,000

$20,000
6,000
$14,000

10,000

$ 4,000

Plan number six is like number five, except that the dividend
receivable at the end of the year is set up in addition to the cash
surrender value and the prepaid insurance. This receivable is
due within a period of one year without further payments of any
kind and is, therefore, a valid asset.
The journal entry for the premium payment under this plan
would be as follows:
Cash-surrender value life insurance...................................
Dividend receivable............................................................
Prepaid life insurance.........................................................
To cash........................................................................
Dividend receivable (set up in prior year)........................

$10,000
6,000
4,000
$14,000
6,000

Number seven is the same as number six, except that an entry
is made monthly charging life insurance expense and crediting
interest income with interest on the cash-surrender value at the
rate of three per cent, per annum. This entry brings to the at
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tention of the management the true cost of the insurance carried
from year to year. The necessity for this treatment becomes in
creasingly evident as the cash-surrender value increases. In the
case of a twenty-pay life participating contract, which has been in
force twenty-two years, we have an apparent earning from our
insurance policy in the annual dividends received. If, however,
we make allowance for interest on the very substantial cash-sur
render value we find that the insurance is costing a considerable
amount per thousand of protection. In considering this cost it
must be borne in mind that the actual protection is the difference
between the face value of the policy and the amount of the cash
surrender value.
In case premiums are paid quarterly the treatment is the same
as when on the annual basis except that one-fourth, only, of in
crease in cash-surrender value and dividend may properly be
taken up at the time of each payment.
In my opinion the various methods mentioned range in desir
ability in the opposite order from that of listing. Numbers five,
six and seven are all acceptable for general use, depending on the
amounts involved and the degree of refinement necessary.
In addition to the method of computation we have the problem
of the classification of the cash-surrender value on the balancesheet and the treatment of policy loans.
There are two distinct schools of thought regarding the balancesheet treatment of cash-surrender value. One school treats it as
an investment which is not properly classified as a current asset
unless the company has definite intention of surrendering the
policy.
The second school treats cash-surrender value as a current asset
on account of its liquidity.
The argument advanced by the first school is that the purpose
of the insurance will be destroyed if the cash value is used in the
ordinary conduct of the business and that, therefore, it is a long
term investment. On this theory liberty bonds or cash which the
management has set aside for a building fund or other purpose,
which does not contemplate current expenditure, would likewise
be an investment and not a current asset even if legally available
for general use.
The argument for treatment as a current asset is based entirely
on liquidity. As this cash is available for withdrawal at any
time for payment of current indebtedness its treatment as a cur
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rent asset is not unsound. In fact the frequency with which such
use of the loan values has been made during recent years bears out
this contention.
The treatment of policy loans on the balance-sheet is a question
about which considerable difference of opinion exists. This prob
ably arises from the fact that the term “loan” is used and interest
is paid on the amounts advanced.
To be properly treated as a liability such a loan would have to
be a valid obligation to pay the insurance company, on which the
insurance company could collect by legal process if necessary.
Instead, this so-called loan is in fact a withdrawal of cash on de
posit with the insurance company and available at any time on
demand. There is no liability to return it either now or at any
future time. The interest payment is necessary to provide for the
portion of the insurance cost previously carried by the interest on
the reserve and is properly charged to life-insurance expense
rather than interest. If the entire cash-surrender value is “bor
rowed” the entry suggested in plan seven whereby insurance ex
pense is charged and interest income is credited is eliminated and
the charge to insurance expense comes direct from the additional
payments made to the insurance company.
It is my opinion, therefore, that policy loans may best be shown
as a deduction from the cash-surrender value and the net amount
extended as a current asset.
If the dividend receivable is set up as suggested above it should
likewise be treated as a current asset. This treatment is based on
the fact that it will be converted into cash within a period of one
year.
The classification of prepaid life insurance presents no prob
lems, as it would be handled in the same manner as other prepaid
expenses.
Audit verification of life-insurance cash-surrender value, divi
dends receivable and prepaid life insurance present no difficult
problems. The auditor should examine the policy and the last
premium receipt, noting the company name, the policy number,
name of insured, face of policy, beneficiary, right of change of
beneficiary, assignments, cash-surrender value at the beginning
and end of the current policy year, amount of policy loans, gross
premium and dividend received. The cash-surrender value,
beneficiary, dividend, and loan status should then be confirmed by
direct communication with the insurance company. The neces
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sity for confirmation can not be overestimated. For example, it
is possible to obtain from the insurance company a certificate of
insurance or duplicate in lieu of a lost policy. Should such a
certificate or duplicate policy be obtained a loan might be negoti
ated and endorsed thereon. The original policy might then be
submitted to the auditor and appear to have a cash surrender
value when, in fact, none existed.
It is essential that the letter of confirmation ask for specific in
formation as to the amount of the cash-surrender value at the end
of the policy year to which premiums have been paid, the amount
of the actual or estimated dividend, the beneficiary and right to
change the beneficiary and the status of loans against the policy.
The increasing demand for exactness in the preparation of
financial statements requires that simplicity in the handling of
life-insurance problems give way to a more detailed analysis of the
principles involved and their proper presentation.

185

Analysis of Building-and-Loan Statements
By John W. Ballard

Analysis of building-and-loan statements has not received great
attention in the past. Accounting systems were installed by
local accountants, many of whom were not familiar with buildingand-loan procedure and practice. Some good systems were
developed, and then again some poor systems have resulted.
Many times the laxity, on the part of the management, has been
chiefly responsible for the failure to provide good, sound account
ing records.
With the introduction of federal savings-and-loan associations,
an insurance of accounts by the federal savings and loan insur
ance corporation, new thought has been given to accounting pro
cedure. Many associations have improved their systems, but, at
present, there is no method by which a comparison of each period’s
business can be made, except through the ordinary profit-andloss statement and the balance-sheet. These show a comparison
in dollars and cents only. Therefore, a brief analysis summary for
building-and-loan associations has been prepared. It is realized
that many changes in the analysis probably can and will be made
but it is felt that both accountants and the associations can make
much progress by using it each time the books are closed. The
proposed analysis should be set up to show the following:
First, assets. Formerly, building-and-loan associations took
the total figure from the asset side of their balance-sheets and
called this their assets. However, they also listed on their
liability side definite reserves which had been allocated to assets in
the balance-sheet. For instance, reserve for depreciation of
office building, reserve for depreciation of furniture and fixtures
and reserve for delinquent interest are specific reserves. These
items should be deducted from the total assets shown in the
balance-sheet, in order to determine the true assets of the associa
tion. General reserves should not be deducted. There is ques
tion as to the reserve for real estate, which most associations now
carry. Unless that reserve has been set up by determining the
exact amount of depreciation on each piece of property, it is a
general, rather than a specific, reserve and should not be deducted
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from the total assets. The figure for assets will then be used as a
basis for many other percentages.
Second. The percentage of general reserves to assets and the
percentage of undivided profits to assets should be determined.
These two, when added together, show the additional equity of
the shareholders in the association.
The third percentage, and one in which every association
should be vitally interested at the present time, is the percentage
of its fixed assets and slow assets to its total assets. This should
be subdivided as follows:
(a) Investment in fixed assets such as office building and furni
ture and fixtures to total assets. Inasmuch as the specific reserves
have been deducted in determining the assets of the association,
so should the specific reserves be deducted in determining the net
amount of office building and of furniture and fixtures.
(b) Real estate to total assets. Real estate should include not
only the item shown as real estate, but also real estate subject to
redemption. This percentage, each period, will show a very in
teresting trend. The amount of taxes due on real estate should
be shown as a sub-item with this.
(c) Other slow assets, such as real-estate contracts and loan-inlitigation to total assets.
(d) Delinquent loans to total assets. While the analysis of
delinquent loans involves considerable detailed work, the associa
tion can profit materially by doing it.
Section 24 of the rules and regulations for federal savings-andloan associations defines definitely what delinquent loans are.
It states that

(a) any loan on which the interest is less than six months past
due, and upon which not more than 5% of the unpaid
balance is due for insurance, taxes, etc., is a current loan,
(b) any loan on which the unpaid balance, as defined below, is
less than 50% of the original appraisal, is a current loan,
(c) any reformed or refinanced loan is to be treated as a current
loan if the unpaid balance is less than 75% of the original
loan.
(d) All other loans are delinquent loans.
Unpaid balance should include the amount of interest due on
the loan, the amount of taxes and insurance advanced, as well as
taxes and insurance due, and other items which might be a charge
against the loan. It should not include delinquent dues. The
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total unpaid balance, as defined above, should also be compared
as a percentage figure to (1) the amount of the original loans,
(2) the original appraisal of these Ioans. Original appraisal
means the amount at which the property was valued at the time
the loan was first made, unless subsequent improvements have
been made upon the property.
A fourth item is the percentage of creditor liability to shares.
Creditor liability includes all borrowed money, advances from the
federal home loan bank, amounts due borrowers and, in some
states, matured shares.
Fifth. A comparison should be made of the deposits (if
accepted) to the total invested capital, which is the sum of all
deposits and all shares.
Sixth. Some states issue investment certificates which have a
fixed maturity or rate. A comparison of these items to the
permanent non-withdrawable capital should be shown.
Seventh. Some states allow associations to accrue the interest
due on Ioans. Others can report only the amount actually
collected. It is interesting, however, to determine the percentage
of interest actually collected to interest earned. Interest earned
can be determined by taking the loans at the beginning of the
period, adding the loans at the end of the period and dividing
by two. This shows the average amount of loans outstanding
during the period, which should be multiplied by the aver
age rate of interest charged on loans. The amount of in
terest actually collected, in cash or bonds, should then be
compared with the average amount the association should have
earned.
Eighth, the percentage of operating profit as shown by the
profit-and-loss statement to invested capital. To determine the
invested capital of an association, one should add together the
amount of all classes of shares, including permanent and guarantee
stock, if any, certificates of indebtedness, deposits and savings
accounts, either with or without definite maturity or rate, both at
the beginning and at the end of the period, and divide this by
two, which will give the average invested capital of the association.
The operating profit should be the total income less the operating
expenses and the amount of depreciation charged off on specific
items. Operating expenses should not include interest payments
on deposits, transfers to the dividend reserve or any other legal
reserve.
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Ninth, the percentage of ordinary operating profit to invested
capital. Invested capital is the same as that outlined under the
eighth ratio, but the ordinary operating profit should be the
amount of the operating profit listed in the eighth ratio, excluding
non-recurring items both as to income and expense, capital gains
and losses or any other item which would not normally appear in
the profit-and-loss statement.
Tenth, the estimated percentage of ordinary operating expense
to assets. The asset item should be the same as that determined
in No. 1. In determining the normal operating expense one should
not include non-recurring items, capital losses, transfers to re
serves, dividends, interest on certificates, interest on deposits,
real-estate depreciation or any other item of a like nature. De
preciation on specific assets should be included, however, because
it is a regular expense.
Eleventh. Each building-and-loan association, with the as
sistance of its accountant, should prepare a budget for the en
suing year. Too many associations operate on the “hit or miss”
system. This is no reflection upon the association, but it does
seem as if much of the picture could be foreseen if a budget were
prepared in advance instead of waiting until the end of the year
and then finding out what had happened. Regular comparisons
should be made by the association or the accountant as to actual
expenses as compared with the budget.
At present no statistics are available to determine what the
standard percentages of the above ratios should be. It is hoped,
however, that as time goes on a number of these ratios may be
summarized and an average secured. In that way, it would be
possible to determine the trend of each association compared
with the average of associations of the country.
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Manufacture and Distribution of Bread
By Charles Murray

In Europe the bread supply has for centuries been furnished by
bakeries, but in America until a comparatively few years ago the
industry was a relatively obscure one conducted principally by
artisans of foreign birth. Bakeshops were small establishments
in side streets and their output was confined mainly to sweetstuffs, cookies, etc. The baking of good bread was considered to
be one of the prime requisites of a married woman or one who
expected to marry, and the serving of baker’s bread in a home
was evidence of a sad lack of one of the chief factors of good housewifery. This widespread notion that good bread was essentially
a home-made product was one of the principal obstacles that
bakers had to overcome in their efforts toward expansion and
industrialization. The baking industry has with profit to itself
contributed in large measure to the emancipation of the house
wife.

Manufacturing

The production of bread in a modern bakery is a comparatively
simple manufacturing process. The flour is stored in the base
ment or ground floor in 100-pound sacks. The sacks are emptied
into bins, from which, after going through a rough sieve to remove
pieces of string or other foreign matter, the flour is conveyed by
worm drive to the top floor. It again goes through a sifting
process, this time through silk bolting cloth, as it passes into a
large container directly above the mixing machine. An auto
matic weighing device permits any desired amount of flour to drop
into the mixer. The other ingredients, consisting of water, con
densed milk, shortening, yeast and seasoning, are then added,
and the whole is thoroughly mixed in the mixer, which is not
unlike an electric clothes-washing machine in principle. After the
mixing process the dough is poured into large fermenting troughs,
which are wheeled into a warm room, the temperature of which is
automatically controlled. The fermenting process requires from
four to six hours. Every forty-five minutes (at times designated
on a card at the end of each trough) the dough is punched and
worked. This process, the function of which is to break up the

190

Manufacture and Distribution of Bread
larger bubbles caused by fermentation and to ensure a uniform
texture, is a manual one performed by one, two or three men,
depending on the size of the batch of dough.
Upon completion of the fermentation process the troughs are
wheeled to an opening in the floor and the dough is dumped into a
shaft which conveys it to large containers on the floor below. As
it is forced out of these containers it passes through a divider
where it is cut into loaf-size pieces. These pieces of dough then
pass by belt conveyor to a rounding machine where they are
picked up and rolled into soft balls. Between the divider and the
rounder the weight of the individual pieces is constantly checked
by the man in charge of these machines. Deviation from the
desired weight is corrected by adjustment of the divider. From
the rounder the loaves pass to a continuous overhead “proofer”
where they undergo another raising process. This proofer re
sembles a very long, glass showcase suspended from the ceiling,
enclosing three or four tiers of endless belts running its entire
length. The loaves travel along the top belt, then drop to the
second, on which they are carried back in the opposite direction,
and so on until they reach the bottom. This process takes about
ten minutes. From the continuous proofer the loaves drop into
a moulder emerging as rolls of dough ready to be put into the
bread pans. The pans after being filled are loaded on racks and
wheeled into a warm proofing room for about one hour where they
undergo the final raising process. They are then ready to be
baked in the ovens.
While many of the newer bakeries have installed continuous
ovens, most of the bread now produced is baked in stationary
ovens. After the baking process, which should take about half
an hour, the loaves are pulled from the ovens, taken out of the
pans and conveyed by chute to the floor below, where they are
placed on racks and set aside to cool for two hours. The bread is
then wrapped by automatic machines and is now the finished
product ready to be loaded on the delivery wagons.
In addition to the manufacture of bread most bakeries also
produce various types of rolls and other baked food, but, in com
parison with bread, other output is small. Cakes and sweet
goods if handled at all are made in a separate department and
often in an entirely different bakery.
The operating statement of an average bakery, stated in terms
of percentages, would appear as follows.
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Per
cent.
Production valued at selling price.......................................................... 100
Stale loss and unsalable product............................................................
5
Net sales.......................................................................................

95

Cost of goods sold:
White flour...........................................................................................
Other materials....................................................................................
Labor....................................................................................................
Fuel, repairs, etc..................................................................................
Depreciation.........................................................................................
Wrapping labor and materials............................................................

20
17
11
5
2
5

Total cost of sales........................................................................

60

Gross profit..................................................................................

35

Expenses:
Selling and delivery expenses:
Salesmen’s salaries and commissions..........................................
10
Miscellaneous salaries......................................................................
2
Advertising.......................................................................................
4
Garage labor....................................................................................
1
Depreciation.....................................................................................
2
Express.............................................................................................
2
Miscellaneous...................................................................................
2

Total selling and delivery expenses.............................................
General and administrative expenses:
Executive and managerial salaries................................................
Taxes................................................................................................
Life-insurance premiums.................................................................
General office expenses....................................................................
Miscellaneous general expenses.......................................................
Total general and administrative expenses................................

23

3
1
.5
1.5
1
7

Total expenses..............................................................................

30

Net operating profit before income taxes...................................

5

The above figure would represent a satisfactory result in a
bakery doing an annual business from two and one-half to three
times its outstanding capital stock.
White flour is the largest single item of cost and is the subject
of constant experiment. It is almost impossible to buy flour of
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unvarying quality. Each new wheat crop has different charac
teristics, and noticeable variations may occur in the output of the
same flour mill in the same crop year. The flour is tested by
actual baking and is blended on the basis of the results obtained.
It is usual for bakeries to have flour delivered in their own
sacks. These sacks are of high grade material, and their initial
cost is high, but they stand many trips between mill and bakery
and their use is more economical than purchasing cotton sacks
furnished by the mill.
The wrapping of bread in waxed paper is a substantial item
whose cost in this age of package goods is unavoidable.
The items of “selling and delivery” and “stale loss” present
problems peculiar to the industry and are worthy of comment at
length.

Selling and delivery
In the baking industry both selling and delivery are accom
plished by driver-salesmen who perform the dual function of
selling the bread to the dealer and delivering it at his counter.
The common practice is to pay salesmen on a commission basis,
with a guaranteed minimum wage. Inasmuch as it is customary
in most parts of the country to deliver bread to the dealer on a
“sale or return” basis, it would seem that the selling function of
the driver-salesman is almost negligible and that the wages paid
for delivery are excessively high in comparison with those pre
vailing in other industries. Why not employ delivery men
charged only with the duty of delivering to the dealer quantities
at least sufficient to meet his requirements? This is apparently
logical and would effect large savings in delivery costs. In prac
tice, however, it has been found that the driver-salesmen play an
important part in the success of large bakeries. They are the
principal if not the only contact between the bakery and the
dealer. The compensation attracts a better type of personnel
than the average rough and ready driver. It is a fact that there
is usually no substantial variation in quality between the products
of competing bakeries, and the dealer is in a position to favor or
discriminate against the bread of any particular one he chooses.
This is comparatively simple when one considers the number of
customers who merely ask for a loaf of bread without specifying
any particular brand. Bakeries have found it to their advantage
to employ and pay for a higher type of man with a sufficiently
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pleasing personality to ensure that his wares will be given at least
an even chance on the sales counters of dealers.

Stale loss
The problem of combating the losses resulting from stale bread
is closely related to that of distribution and is probably the most
serious that the average bakery has to face. Although no au
thoritative statistics are available it has been estimated that the
annual net stale loss to bakers in the United States is approxi
mately $10,000,000. When it is considered that in individual
bakeries the ratio of stale loss to total production is often as high
as 5%, 6% or even 7%, it is easy to understand that losses from
this source might readily represent the difference between a
satisfactory and an unsatisfactory operating result.
Stale bread, in a commercial sense, is bread which can not
readily be sold as fresh. It may be quite wholesome and nourish
ing and to many people quite as palatable as fresh bread, but as
soon as it has lost its pristine freshness it is characterized as stale
and must be sold as such. The chemical change in the process of
going stale is not clearly understood. It is apparently somewhat
in the nature of a sweating process, the moisture content held
by the crumb passing to the crust. The crumb dries out and
the once crisp and brittle crust becomes soggy and tough. The
length of time elapsing before bread becomes commercially stale
varies with the quality of the bread itself and is affected to some
extent by weather conditions, but it would seem that about 30
hours after baking would represent a fair average.
There are several methods of disposing of bread which has
become stale. Many bakeries sell it at greatly reduced prices
direct from the plant to the poorer classes of buyers. Occa
sionally it is donated to charitable institutions. A certain
amount, after being baked in the oven and reduced to crumbs,
can be used as fillings for pastries and in other products. Finally
it may be disposed of as animal feed. Its disposal, therefore,
does not necessarily entail a total loss, but as a rule the value
recovered is only a fraction of the original cost.
The situation confronting the baker is this: The bread pro
duced today must be sold tomorrow, so production will have to
be controlled to meet requirements as closely as possible. Over
production and returns from dealers must be classed as stale and
sold or disposed of at a substantial loss.
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The problem of controlling the production to meet actual re
quirements as nearly as possible is the first to be considered.
The consumer wants fresh bread. The fresher it is the better he
likes it. The baker has not only recognized this liking, but he
has fostered it. Bread as a rule is baked at night and delivered in
the early hours of the morning. There may be a second and
possibly a third delivery later in the day. Salesmen are gen
erally required to turn in their orders the day before delivery will
be made. These orders form the basis for the quantity to be
produced. As already mentioned, salesmen are generally paid on
a commission basis and their estimates of requirements are in
clined to be optimistic. The dealer, secure in the knowledge that
he will only have to pay for bread actually sold, has no particular
objection to being overloaded. Close supervision should be exer
cised over salesmen’s returns, and habitual over-estimates on the
part of particular salesmen should be considered when the produc
tion schedule is being prepared. The tendency toward over
production is aggravated by the introduction of a new brand or by
an intensive advertising campaign. Additional efforts are made
to see that the dealer shall have an ample supply of the freshest of
bread, and the stale loss creeps up. Competitive bakeries, under
economic pressure to meet these additional sales efforts, are
similarly affected.
The practice of granting the dealer the privilege of returning
unsold bread is without doubt the greatest single factor in the
problem of stale loss. The custom is nation-wide and prevails,
more or less, even in the few states which have enacted prohibi
tory legislation. Its abandonment or curtailment can be ac
complished by individual action on the part of a bakery; by a
trade agreement between competing bakers not to accept returns,
or by state or local legislation.
A bakery adopting an individual policy of no returns would
have to be in a position so strong as to be almost monopolistic, or
the quality of its product would have to be outstandingly su
perior.
A trade agreement between competing bakeries would, first of
all, have to be lawful in its scope. It would have to be put into
operation with great care. Trade agreements are always viewed
with suspicion and the consumer would have to be satisfied that
there were no ulterior motives. Opposition would come as a
matter of course from the dealers, who would not take kindly to
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the idea of sharing part of the burden of stale-bread loss. In
order to be effective the agreement or understanding would have
to be observed scrupulously by the bakers entering into it. Com
petitors are nearly always somewhat suspicious of each other and
a slight deviation from the agreement, here and there, would soon
result in general non-observance.
Legislation forbidding the return of stale bread has been
enacted in several states and on the whole its operation has been
satisfactory in reducing stale losses, even though its enforcement,
as in the case of a former well-known prohibitory measure, has
not been rigid.
The objection which the bakers have to a “no-return” policy
is that the dealer, instead of shouldering the loss, may attempt
to foist stale bread on the customer as fresh. Virtually all bread
is now wrapped in a distinctive wrapper bearing the manufac
turer’s name, and the baker is vitally interested in having his
product reach the consumer as fresh as possible. However, there
is little doubt that a “no-return” policy would be beneficial to
bakers and solve to a great extent the serious question of stale
loss.

Financial
The balance-sheet of a bread baking company possesses no
unusual features demanding special consideration. Collections
on sales are usually made at least twice a week, putting the busi
ness on virtually a cash basis. The trade accounts receivable
should therefore be small in total and should not contain any
large past-due items.
The inventories are also relatively small. Large contracts may
be entered into covering the purchase of six months’ supply of
flour or more, but the flour is paid for as received and it is unusual
to find more than one month’s supply of raw materials on hand
at any one time. It is not customary to “hedge” flour purchase
contracts by open trades in wheat. The financial problems inci
dent to the carrying and storing of large merchandise stocks and
extending long credit to customers are not problems of the baker.

The Future

of the

Industry

Bread is without doubt the most staple of foods and has main
tained its position through the centuries. There has been an in
creasing tendency of late toward competition between different
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industries in addition to the ever-present competition between
different makers of the same commodity. Thus the manufac
turers of candy have been trying to supplant the florists on those
occasions in which flowers were heretofore deemed appropriate;
cigarette manufacturers are attempting to substitute their prod
uct for candy and so on. There is no indication, however, that
bread’s place in the sun will be usurped or even seriously jeop
ardized.
The desire of modern women to remain slender, the decreased
appetite incident to the constantly declining demand for hard
manual labor, the fact that people as a whole are becoming more
temperate in their eating habits—all these have had an injurious
effect on bread sales. This decrease in per-capita consumption
will probably be more than offset, however, by the natural in
crease in population.
In the larger cities the saturation point in bread sales has per
haps been reached, but in smaller towns and in country districts
there is still a great deal of home baking and consequently a
potential market. The growing urbanization of the population
has had the effect of increasing the percentage of bakery-bread
purchasers and reducing that of home-baked-bread consumers.
The construction of hard surfaced roads is a factor which has been
helpful by widening the distribution area.
If the baker would devote attention to the production of a loaf
with maximum keeping qualities it would not only help to increase
sales by enabling him to reach out into a market at present too
remote but would also have a beneficial effect on his stale-loss
problem.
A disturbing element which the baker has had to face is the
competition furnished by chain stores operating their own bak
eries. Bread, being a comparatively cheap item which every
body uses every day, has been used as a sort of catch-penny to
attract customers to the chain stores. They have been willing to
sell bread at cost or even less in the hope that the customer, once
in the store, will be tempted to purchase other items on which
there is a profit.
The chain-store bakery has no selling and a minimum amount
of delivery expense. Stale losses are reduced to a minimum.
Store managers are required to estimate very closely their daily
bread sales and even in case one store under-estimates, the
overage from another store or stores may be quickly transferred.
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At present most chain stores carry the bread of outside bakeries,
but it takes no stretch of the imagination to predict whose loaf a
customer will receive if no particular brand is demanded.
To what extent this competition will grow and what effect it will
eventually have on bakers and on their merchandising methods is
at present unknown. It depends to a great extent on the success
of the independent retail grocer’s struggle for existence. The
establishment by bakers of their own chain stores would not be
feasible in any but the very largest and most congested of cities
and even there it is doubtful if the venture would succeed.
A method of merchandising, which may become more general, is
that of delivering bread from door to door. This method of dis
tribution has been employed extensively by ice and milk dealers
and to a limited extent by bakers. It has certain advantages
and may become more widespread under stress of economic
conditions.

Merger

and

Consolidation

The ever growing tendency toward consolidation has become
so important that its possibilities must be considered in a discus
sion of any industry. Until quite recently the baking business
had not developed the tendencies of other industries to merge
into large enterprises. Its inherent nature has been to a great
extent responsible. Essentially a business of comparatively
small units, it bids fair to remain so. The selling radius of a
bakery is restricted to that territory in which bread can be de
livered fresh at least once daily and in which it can be delivered
economically enough to meet competition.
It is also true that the large combination possesses no impor
tant advantages not possessed by the operator of a single large
unit. Expansion in a bakery means to a great extent multiplicity
of units which themselves require individual attention. The
size of ovens may be increased greatly, but the size of individual
batches of dough which can be fermented has reached a maximum
which at present can not well be exceeded. It follows, then, that
even if the oven size were greatly increased there would be a
consequent increase in the number of fermentation troughs to
gether with persons and machines for handling the dough. So
long as the most important step in baking, the fermentation
process, is a small scale one, the large baker has no outstanding
advantage over the smaller one.
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The advantage which a large combination would ordinarily
have in its ability to purchase raw materials more cheaply and,
because of its ample capital, to install the latest and most efficient
machinery would obtain to a certain extent in the baking business
but in a much less degree than in most other industries. The
question naturally arises whether a large combination would gain
any advantage by producing its own flour. At present it is
doubtful if such a venture would be feasible, and there is no indi
cation that the position will be changed in the future. The
milling of flour is a highly specialized industry, and the production
of a uniform flour is a problem of its own. In addition to this,
difficulties would be presented in the merchandising of the mills’
by-products, clear flours and mill feeds, and in the disposal of the
surplus flour stocks of a mill intermittently on and off the market.
As long as bakers can buy flour on as close a margin as they can at
present, it is better to let the miller worry about the uniformity
of flour and leave bakers free to buy as they please, buying differ
ent flours and blending them to suit their requirements.
It is doubtful if the large corporation with numerous plants can
gain any advantage by centralized control. The baking of bread
is still an art, and each plant would require the individual atten
tion that an individually owned plant would have—without the
incentive of owner management. To control from a distant
center the operation of widely scattered plants using flour of
varying character and catering to varying local tastes has a limit
of practicability.
It would appear, then, that because of the limited amount of
capital required to operate a bakery and because the large corpora
tion would not possess the usual advantages of mass production
and marketing, the industry does not show any pronounced
tendency toward great combinations and that there will always
be a place for the company operating a small plant.
The control of bread prices by monopoly is highly improbable.
The great number of small independents would act as a preven
tive, and manipulation of the price of a staple foodstuff would
undoubtedly arouse popular indignation.
Without taking into consideration the fluctuation of wheat
prices, it is probable that bakers will have to pay more for flour
than in the past. It is a fact that large buyers have been able
to buy flour on a very small margin over cost and in some cases
at less than cost. This loss of profit on flour has been made up to
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some extent by a demand by millers for a larger margin from the
small consumer. It follows that if the bakers successfully sup
plant home baking, they will automatically cut off a large part of
the millers’ profitable market, and it is inevitable that they will
have to stand the loss by paying more for flour themselves. If
this ultimately results in higher bread prices, the baker may
actually profit because the increased bread price may more than
offset the increased flour price. The human tendency in price
adjusting is to wait until costs have been reduced more than a
cent a loaf before reducing the price by that amount, but not to
wait quite so long when costs are going up. And the baker is
only human.
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Is Value an Accounting Concept?*
By Maurice E. Peloubet

The idea of value is a very old one—probably one of the first
ideas, as distinct from sensations or appetites, which entered the
human mind. Long before primitive man had conceived the
idea of exchange, he had realized that some things were more use
ful and desirable than others and that he would be wise to store
up for future use those which were not perishable. The reason
primitive man preserved stores of fuel, flint or bones was because
he thought that in the future they would be useful to him. In
other words, he decided in his own mind that they had a value to
him. Value was thus a subjective idea, and the basic concept of
value has never changed from that day to this.
I do not think we are being unduly metaphysical when we say
that the only basis of value is what one person or group of persons
thinks. There may be compelling reasons for the thoughts of a
group, but the reason the value exists is because of the opinion of
those who desire the particular material or article.
If the inhabitants of the entire world were Orthodox Jews, pork
would have little value. The herring fishery of Holland in the
Middle Ages was the result of a religious idea, the obligation im
posed on all Catholics to eat no meat on Friday, and dried or salt
herring under the conditions of transportation then existing was
about the only possible fish for the common people to eat.
The value of real estate is dependent entirely on the consensus
of opinion of the inhabitants of a particular city or country.
Real estate in the city of New York is immensely valuable because
everyone who has thought about the question or has any interest
in it has decided, consciously or unconsciously, that New York is
the best situation on the Atlantic Coast for a port and the best
point for interchange of goods, services and communications in the
country. Regardless of the physical facts, if everyone in the
United States should suddenly decide that the island of Manhat
tan was a spot which lay under some sort of curse; if people
thought that it was dangerous or unhealthy to visit the island, the
value of New York real estate would vanish immediately. We
♦An address delivered at a meeting of the New Jersey State Society of Certified Public
Accountants, Newark, New Jersey, February 4, 1935.
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are all well aware—some of us, unfortunately, from personal
experience—that security values are largely, if not entirely, sub
ject to the effects of mass emotion and opinion.
There is no value which can exist independently of an opinion or
a group of opinions, and these change with circumstances. We
think, for instance, that diamonds are valuable and they, for that
very reason, are valuable, but if we remember the dramatic scene
in King Solomon's Mines, where the explorers had finally pene
trated into the cave where the diamonds were concealed, we shall
recall that just as the men were well inside the cave the old witch
who had been their guide slipped outside and the heavy stone slid
into place and sealed them in the cave. After that the value of
diamonds became non-existent for them. A little water and a
few mouthfuls of food and a chance to escape into the open air
had more value at that moment than all the diamonds in the cave.
This may sound somewhat remote from the question of account
ing and the problems of valuation which are involved in accounts,
but a little reflection will show us that it is quite closely related.
The very word “account” means, both by present use and deriva
tion, a tale, a story, a record. It must deal with what has hap
pened and, if there is any attempt to estimate or forecast the
future, this is a mere projection of present facts and tendencies.
Accounting, I think, must be objective. It is true that this
limits its scope, but when we try to enter fields which are entirely
subjective in their nature, such as the determination and expres
sion of values, we are trying to use an instrument designed pri
marily for recording observed, objective facts, to measure the
effect and extent of changes in value, which are based primarily
on emotions and intellectual reactions. This is the sphere of the
politician, political economist, poet, journalist or someone sim
ilarly qualified. It is obvious that in the expression of anything
dependent on the changing opinions and emotions of men, any
order or continuity is almost impossible.
The study of the course of the price of any staple, such as wheat,
over the last fifty or one hundred years shows violent fluctuations,
some due to physical causes, floods, famine or drought, but more
due to the effect of wars, fears of wars, tariff, quotas, national
desire for self-sufficiency and similar forces which are entirely
subjective in their nature, that is, those which would not have
come into existence at all except for changes in the consensus of
emotion and opinion. This would seem to be a most unstable
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ground on which to build any permanent and enduring records.
We see, however, that the record of the changes in price is definite
and continuous. The record does not show the causes of the
variation and does not attempt to show the effect, either in the
past or future, of any change at any particular time. However,
anywhere on the scale of change an economist or a statistician
could plot a number of curves backward or forward from any
point of time to show from that point the effect of the continuance
of the values selected or the effect of any assumed change. Such
a graphic representation might be of great interest and utility—
it might be much more useful than the actual record—but this
representation could not be made without the actual record and
could not in any way take its place. Here, I think, we have the
basis of the general opposition between financial reports and ac
counts and statistical projections backward or forward from any
point of time within the period covered by the accounts.
In the not very distant past, when accounts were first being
subjected to really thoughtful analysis, there was a widespread
opinion, which is still held in some responsible quarters, that the
balance-sheet was “static” and the income account was “dy
namic.” In other words, the balance-sheet was thought to be an
instantaneous photograph of a business at a particular moment of
time, and the income account was construed as a sort of symbolic,
arithmetical narrative of the happenings in the business between
two of the “static” points. This concept, I think, is funda
mentally false. It has a certain superficial appearance of truth,
because it could have been true in a world where economic changes
were so slow as to be almost imperceptible, as, say, in the Middle
Ages in Europe. However, we are well aware that we are not
living in such a period in the world’s history. Economic changes
are rapid and devastating. This, I think shows the falsity of the
“instantaneous photograph” assumption. What then is the
truth? As I see it, the balance-sheet is a continuous narrative,
much as the income account is, except that the narrative is told
from a different standpoint and covers the entire life of a corpora
tion from its inception to the date of the accounts. The income
account is a narrative showing the nature and extent of the
transactions involved in the production of income, such as sales,
purchases, manufacturing costs and the miscellaneous items of
income and expense. The balance-sheet is a narrative of invest
ment. It shows the investment in fixed assets, the estimated
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wear and tear through depreciation and other deductions, and it
shows the amount invested in assets which are to be consumed in
the operation of the business. It also indicates how much capital
was contributed, who contributed it and the rights to and par
ticipation in capital of stockholders, bondholders and various
other creditors. From the intending investor’s or purchaser’s
point of view we see, particularly in the fixed assets, a strange
jumble of figures, especially when we are working with dollars of
different gold content, but from the point of view of a record of
investment it is a logical and orderly statement, which, if properly
stated, can be used by the economist or statistician for a projec
tion on any assumption he chooses to make. We should not
forget that when cost figures, representing investment, are altered
to represent some “value” we are not only altering the statement
before us, but we are projecting into the future the results of the
valuation. When the balance-sheet is prepared on the basis of
cost or investment no one who understands accounts will expect
a statement which is correct and valid on the basis of economic
conditions at any given point of time. The mere statement of
the basis precludes any such idea: therefore, a statement which
purports to show some “actual” or “real” value assumes a false
and impossible validity, both for the present and future.
I have no hesitation in accepting responsibility for the state
ment that a certain amount of money was invested in fixed assets
or that a certain number of shares of stock was issued for them or
that they were valued on some other basis by some person or
group having the ability or authority so to do, and that a certain
amount of money has been provided for their replacement. I am
equally willing to accept full responsibility for the statement that
these assets were acquired at certain times and that certain of
them have been destroyed or retired. Further than that I
hardly wish to go—and I believe the greater part of informed
accounting opinion is with me. We are not required by the
securities and exchange commission to do more than to disclose
the basis on which assets are stated in the accounts. I do not
think the accountant has any responsibility under the securities
and exchange act for anything further than this, and I do not
believe that periodical reappraisal, which is the only logical result
of the assumption that accounts should show some sort of value,
will be welcomed with much enthusiasm by the commission.
When I say that we are absolved from responsibility if we indicate
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clearly the basis on which assets are valued, I believe we are,
nevertheless, responsible for satisfying ourselves that all assets,
the cost of which we have stated, are in use or are intended to be
used. In other words, the mere statement that so much money
was invested in a plant, now abandoned or obsolete, will not
absolve us if we have reason to know or could discover the facts
by accounting methods. We are, furthermore, not departing
from our theory that the balance-sheet is a record of investment if
we state that a certain amount of the investment has now passed
out of existence so far as profitable production is concerned.
In preparing this paper I made a little search into the meaning
of value. This question is one on which three or four ordinary
lifetimes could easily be spent before any very definite conclusion
could be drawn. I, therefore, decided to drop it after looking into
some half dozen books. The report of the special committee on
accounting terminology of the American Institute of Accountants
gives definitions of thirty-one different sorts of value which are
met in accounting or financial transactions. I do not know how
many economic definitions there are of value, but we can all
think of a number, such as marginal, scarcity, residual and others.
When we go into the domain of the arts we have aesthetic, literary,
tonal, both color and sound, and a host of others. It would
appear from this mass of definitions that “value” is an opinion
and little else. I am quite prepared to admit that this may be
more important than facts, but I am not prepared to admit that it
is the same thing.
It is a little difficult to find the basis of the contention of those
who say that the accountant is or should be responsible for values.
No widely used form of certificate with which I am familiar re
quires the accountant to state that he has satisfied himself as to
the value of any of the assets, with the possible exception of those
for which there is a ready market, such as securities or basic
commodities. Even here “value” is largely conventional, as
everyone knows that the quotation on a particular day when,
say, five hundred shares of a certain stock were sold and bought,
is not a trustworthy index to the value of, say, fifty thousand, and
a large commodity inventory would generally not have a realiza
ble value equal to the market value as determined by quotations
at the end of a period. These are not true valuations, as there is
no expression of opinion and there is no evidence that liquidation
could be effected at the price indicated. They are useful checks
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and tend to show, in the case of inventories, whether the com
pany’s costs are excessive or otherwise and, in the case of securi
ties, whether the investment policy of the company has or has
not been wise and fortunate, but they are not, I think, generally
considered as time indications of realizable values.
In the certificates required by the securities and exchange act,
which are presumably the most severe and inclusive in their
requirements, there is no obligation to go further than to declare
that “the statement contained in the attached balance-sheet
. . . truly and fairly reflects the application of accepted ac
counting principles to the facts disclosed.”
There is, I think, no accepted practice or principle which re
quires periodical revaluations; and revaluations made infre
quently, either reducing or increasing cost, while permitted in
some circumstances, are an exception to the usual rule. The
securities and exchange commission apparently does not think it
would be of any service to stockholders, investors or the public to
attempt periodic revaluation.
A member of the securities and exchange commission, speaking
at a recent public meeting in New York, said, in effect, that his
concept of accounting was the recording of actual facts, such as
the receipt, disbursement or investment of funds, the issuance of
stock or some other definite action, and that he did not regard the
attempt to evaluate, on any other basis, the assets of the corpora
tion as coming generally within the scope of the accountant’s
work.
The form of certificate recommended by the American Institute
of Accountants, first generally used in 1933, which is now becom
ing more and more widely accepted, requires only that the ac
countant shall state that the balance-sheet shows the financial
condition of the company. “Financial condition” is a fairly
well understood term and covers generally the resultant of rights
to receive money, obligations to disburse money and the amount
of the investment of money or property to which a money value
has been ascribed, less proper reserves at the date of the state
ment.
The certificate required under the English companies’ act
states, in effect, that the accounts are drawn up so as to exhibit a
correct view of the state of the company’s affairs according to the
best of the auditor’s information and the explanations given
him and as shown by the books of the company. Here, again,
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there is no expression of opinion as to values, nor is there any
acceptance of responsibility for them. All this does not mean
that the accountant should be indifferent to the question of value
or that he should ignore it when it legitimately affects the position
of the company or the books of account.
The accountant, however, is little better qualified than any
intelligent layman to pass on these questions. He is concerned
with facts which are expressed in terms of money and with the
financial inferences which may be properly drawn from them.
It might appear from this that while an accountant obviously
could not make a valuation of factory buildings and equipment,
he would be particularly well qualified to appraise goodwill, as
that is generally a question of the present capitalization of ex
pected excess future earnings, and here we have something which
seems, at first sight, to be almost entirely a question of figures and
records. Past earnings the accountant can ascertain, and from
these a reasonable inference as to future earnings would appear
to be possible. This sounds quite reasonable, but the statement
is untrue, dangerously untrue.
Some years ago an important event in the history of the devel
opment of the automobile took place: a practical, cheap and effi
cient method of lighting and starting cars by electricity was
developed. Prior to this the lighting equipment of a car consisted
of large lamps which cast a powerful beam from an acetylene flame
and smaller lamps in which burned the weaker flame of kerosene
oil. Some of the companies manufacturing compressed acetylene
for this purpose were highly prosperous. The use of the automo
bile was expanding rapidly, its mechanical development was
making good progress and, so far as the records of such a company
would show, there was every reason to believe that a substantial
goodwill existed, based on earnings in excess of the usual return
on capital in the immediate past. It is obvious that the apparent
goodwill of one of the acetylene companies, calculated, say, two
years before the introduction of electric lighting and starting,
would be substantial in figures, but in fact almost non-existent.
A further condition which had much bearing on the state of these
companies was the invention and development of methods for
cutting and welding heavy metal with an acetylene flame, which,
while it did not offset the losses caused by the introduction of
electric starting and lighting, did much to mitigate them. It
would be most unfair to expect an accountant to be aware of the
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effects of these inventions, except after they had come into gen
eral use. But without making an allowance for their influence,
no trustworthy estimate of the goodwill of the acetylene company
could be made. It thus appears that even in what seems to be
the purely mathematical calculation of goodwill, the accountant
should be on his guard against taking responsibility for valuations
which may cause him to make statements which later may prove
to have been both false and dangerous to those who relied on
them. In this case it was clearly the duty of an engineer or a
sales executive or both to form an opinion as to the condition of
the industry. The accountant fortified with this opinion could
then proceed to the valuation of goodwill.
While the accountant can not make valuations, it is true that
his experience, which puts him in the position of a particularly
well-informed layman, so far as engineering, economic and legal
facts are concerned, makes him a competent critic of such valua
tions and should enable him to detect anything grossly or sub
stantially inaccurate. When the accountant forms such an
opinion of a valuation his recourse is not to attempt to correct it
nor to make a valuation of his own, but to bring to the attention
of the proper parties his opinion that the valuation submitted is
grossly inaccurate, highly improbable or does not take into con
sideration some important factors.
I agree that it would be pleasanter and would greatly enhance
the dignity and increase the profits of the profession if we were
able not only to do our own work relative to the accounts, but
also to decide the engineering and legal questions as well. So
far as my own experience indicates, my entire time and energy are
required for the complex and almost impossible, but nevertheless
fascinating, task of keeping up with the development of profes
sional accountancy and endeavoring to solve the few problems
which clients are kind enough to submit to the firm of which I am
a member. There may be supermen who can cover the business
field from every angle. If there are such I should be glad to meet
them and would follow their careers with great interest—perhaps
tinged at first with a little incredulity, as I would naturally hesi
tate to believe that such creatures could exist. Once, however,
they had proved themselves I would follow them with respectful
admiration.
Anyone who pretends to such abilities without possessing them
is starting on a dangerous course, both for himself and his un-
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fortunate clients. The safe and honest thing for ordinary mor
tals is to choose one profession, devote the best of their abilities
and energies to that and to leave the other professions to their
own practitioners. Any accountant who attempts to make
valuations other than those indicated by the accounts, or by
some definite index, such as a market price, is coming dangerously
close to the boundary of his own field and is preparing to step
over into that of the economist and engineer. Valuation in any
true or important sense is not a matter for the accountant and the
more completely this is recognized by accountant and client the
better it will be for all concerned.

209

Education for Professional Accountants
By Lewis A. Carman

A professor of accounting in a university recently asked my
opinion about matters of fairly wide interest. What follows was
my reply:

Dear Professor:
You were indiscreet enough to ask me for my ideas on the sub
ject of university preparation for an accounting career, and here
they are.
All didactic schemes, whether designed to impart Christian
eschatology or the principles of bee-keeping, must have definite
objectives, and I start with the premise that any professional man
released from a university—even if only on parole—should pos
sess not less than the following:
I. A cultural background that will afford him some idea of man
and his relation to the physical universe, and of what the
busy little insect has been doing and thinking since the
dawn of history.
II. A professional background of subjects related to his own
specialty.
III. Professional competence, so far as university training can
give it.
IV. The ability to do fairly rigorous thinking.
V. The ability to express his excogitations tersely in his mother
tongue.
There are other desiderata—magnanimity, tolerance, poise,
integrity and their like—that a university should do something
toward supplying; but these are implanted by indirection rather
than through a curriculum.
With the foregoing in mind I “have prepared and submit here
with” (as all good accountants say) the accompanying exhibit
which sets forth my own peculiar ideas of a course in accountancy.
The subjects listed in this table have been drawn in part from
your present curriculum, in part from suggestions tendered by
others, in part from experience, and in part from my native genius
for tinkering with that whereof I know little.
Before embarking upon a detailed exposition of the courses
under each caption in the table, let me give the general idea under210
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lying the whole scheme. The curriculum as presented therein, I
must confess, was worked backward. First was determined what
must be given in the final year; second, what might well be given
in the third year; and, last, what remained was allotted to the
first and second years.
I have assumed that most of the students enrolled in the course
will be fired with the holy ambition of becoming certified public
accountants (there are alternative courses in the last three semes
ters for less consecrated souls). Such aspirants must, of course,
whangle their way past the state examination, and I have there
fore assigned to the final year all “examination passers” and all
subjects having to do with current legislation. These are:

Examination passers:
Business law
Income tax
Mathematics of finance
Advanced theory and C. P. A. problems
Auditing
Current legislation:
Accounting aspects of current legislation
Income tax (listed above also)

Do not think me immoral—I am merely trying to be practical.
No one claims that examinations are very satisfactory indicators
of competence, but we shall doubtless have them with us in this
vale of tears until better determinants present themselves. We
are all human and fallible and it will be advantageous to the stu
dent to have the above subjects fresh in his mind when he faces
his examination after graduation. Quite obviously, also, it
would be silly to give any of the legal courses other than the cutand-dried “business law” in the earlier years, for statutes are
changing continually and the student might face in his senior
year the sad duty of laying lilies on what he learned in his sopho
more year.
The particulars of the several courses set forth in the accom
panying table (see page 217) are presented later.
TECHNICAL

There is little to be said of the purely accounting courses, as
they have been taught for many years in many schools and have
behind them a pretty solid body of experience. Adequate texts
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are available, and there seem to be no great difficulties in this
section of the curriculum.
You tell me that there is a feeling in many universities that
technical subjects should be deferred until the third year, with a
fifth year looming up as practically a certainty. Now, I do not
know the answers to the many problems with which universities
are now confronted, but I am completely out of sympathy with
the idea of postponing technical training for two years. Such a
postponement, I am sure, must create a feeling of frustration, a
suspicion of stalling and a loss of interest on the part of the stu
dent. A student who enters a professional course should be
satisfied that each year has advanced him definitely toward his
goal. I think, too, that the early completion of the elementary
accounting courses is an all-around help to the student. He
realizes the more easily what all the professorial shouting is about
in such subjects as auditing, systems, corporate finance, money
and banking, etc.
The advanced theory course commencing in the third year
might cover specialized branches of accounting—municipal,
banking, brokerage and so on. The instruction should not aim
at more than making the student acquainted with the principal
peculiarities of these branches of accounting. I do not think it
worth while to give separate courses in such subjects. The stu
dent can not possibly learn all their details in school, and it is a
waste of time to attempt it. When he comes to learn them in
practice he will do so in easy stages and under direction. The
final year of this course may be devoted to problems similar to
those given in C. P. A. examinations.
The auditing course is deferred until the student has had in
struction in the elements of accounting and in systems and in
ternal control. The first semester should present the technique
of auditing in much the same manner as that in which public
accounting firms endeavor to present it in staff manuals. The
last two semesters—for public-accounting candidates—should
consist almost entirely of problems. Puzzles might be a better
word, for I should like to see a text written in the form of fairly
voluminous accounting records in which lie hidden irregularities
for the student to find. It would be tough on the student, but
life is like that.
A short course in public practice and technique might be helpful
for public-accounting students. The course might embrace the
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well-known texts Duties of the Junior Accountant and Duties of the
Senior Accountant, a more detailed consideration of working
papers, and so on. You might entice a few practising accountants
to lecture on specific subjects in order to bring the student into
closer personal relationship with his chosen profession.
BACKGROUND

The “background” courses have been included with a certain
amount of skepticism. For the most part they are of the pseudo
scientific type that look well in the catalogue but are too far re
moved from accountancy to have much value even as background.
Who, for example, can forecast business even thirty days? And
economic science is so much a matter of controversy and economic
movements are so large in scale that the individual is submerged
and could do little to defend himself from adverse effects even if
their causes were understood. One must yield to the inevitable,
however, for as long as there are colleges of commerce there will
be courses in economics for the weary students—after all, I sup
pose professors should think up something to keep the little devils
out of the pool halls (or worse).
Courses in “investments” and “statement analysis” have not
been included, as these duplicate to a great extent the work of the
accountancy student in other courses.
A course in property rights and insurance seems a practical one
for this section. The accounting student could with advantage
be instructed in certain of the technical aspects of property rights,
the recording, the various sorts of mortgages, trust deeds and
liens, and their preferences, improvement assessment laws, fore
closure methods, redemption privileges, recourses of bondholders
and so on. This instruction might be followed by some study of
property insurance—fire, earthquake, falling wall, sprinkler,
boiler, use and occupancy, public liability, etc., etc. If there is
sufficient time the student might make a brief, non-mathematical
excursion into the field of life insurance.
MATHEMATICS

Except for an occasional problem in compound interest the ac
countant needs little in the way of mathematics beyond arith
metic. Yet I feel that his horizons are widened with a larger use
of mathematical analysis. Too often accounting thought has
been stopped by trifling difficulties reducible readily enough by a
little mathematics.
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A course in college algebra will give the student a powerful tool
that will prove extremely useful in a pinch. Moreover, such a
course will serve as the foundation for the course in mathematical
statistics assigned to the third year—a course badly needed at
times in practice. In the first semester of the last year there is a
course in charts and graphs. This should not only give the stu
dent insight into presenting data graphically but should make him
familiar with drafting instruments and give him some sound prac
tice in lettering. The lettering on most accountants’ graphs
would give an engineer a hearty laugh.
As before explained, the course in mathematics of finance is
offered in the last semester of the last year, as this is a subject re
quired for the C. P. A. examinations. The instruction might
delve further into the subject of bonds (particularly serial bonds),
effective interest rates, etc., than is now customary.
ENGLISH

Probably the most egregious and exasperating fault of account
ing graduates is the inability to use the English language simply
and forcefully. This is necessarily a rather sweeping general
ization, yet one generously documented in any accountant’s office.
I suspect that universities have taken for granted a greater facil
ity in this regard than most of their students possess in fact.
This failure to use English effectively is bound up with the in
ability to marshal facts logically, to emphasize the essential and
subordinate the non-essential. There is no royal method of im
parting this ability and the student must be made to write, write
and write.
The composition work may be expository, descriptive or narra
tive, but the student should be required to set forth on paper
something that he desires to re-create in the mind of another—it
does not matter very much what—how to make a boat or a rattrap, an epitome of the rules of tennis, a description of a chemical
process or a dog fight—anything that will require clear and logical
presentation. The student should be kept at his writing for the
entire four years. The course might be general in nature at first,
embrace brief courses in elementary logic and precis writing, and
wind up with the composition of accounting reports. The great
essential is to keep the students writing—and never let up on ’em.
Nothing can be more absurd than to give a man an elaborate
technical training and at the same time fail to furnish him with
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the means of presenting the results of his work. It is instructive
to reflect that the work for which the public accountant collects
his fees finds embodiment in the form of words and figures on
paper. If this presentation is poor, the accountant has poured
much of his time and energy down a rat hole.
LEGAL

As previously stated, the legal courses have been deferred until
the final year, partly in order that they may be up-to-date and
partly in order that the subject may be fresh for the C. P. A. ex
amination. The business law required for such examinations is in
my humble (and not very trustworthy) opinion like the python’s
hip-bones—a vestigial remnant interesting solely by reason of its
disuse.
It seems to me that an intensely practical course might be
offered in accounting aspects of current legislation. The many
recent federal enactments come to mind. But quite aside from
these, each state has laws defining and restricting the powers of
corporations to organize, dissolve and conduct business, to issue
securities, to incur debt, to acquire stock and so on. The liabil
ities of officers and directors are defined by statute. There are
restrictions and requirements peculiar to fiduciaries, banks, trust
companies, insurance companies, stockbrokers, mortgage-loan
companies, public utilities and a number of others. A compara
tive analysis of the laws of certain of the so-called “liberal ” states
might be of value. There is really a wealth of material available,
all of it of immense value to a practising accountant.
CULTURAL

No university should graduate a student without first satisfying
itself that he has some idea of his terrestrial and cosmological
situation. He might well be exposed to enough of the following
courses to ensure that ideal.
English literature
Modern languages
Public speaking
Art appreciation
Music appreciation

History of philosophy
Comparative history.
(political)
History of civilization
Comparative religions
Financial history of the
United States
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Chemistry
Physics
Historical geology
Astronomy
Psychology
Biology
Calculus
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This pitifully meagre list need not be discussed in detail—the
student may escape many of the subjects by having previously
studied their equivalents in his secondary school. Curiously
enough, the value of chemistry and physics in enabling account
ants to grasp manufacturing processes is not adequately recog
nized. And don’t smile when you see astronomy listed—surely
no one can orient himself in life without at least a general knowl
edge of the universe.
Manifestly, no one student can hope to cover all the subjects in
each of the above groups. Yet undergraduates might well be
encouraged to browse in each of these wider fields—even to the
extent of burdening themselves with more than sixteen "hours.”
Few, for example, would care to undertake the study of the
calculus, but do not hinder the rare soul who would so elect.
There might be good in the lad. As a matter of fact, many of
these “cultural” subjects could be absorbed without formal class
room instruction. Instead the student might cover them in
collateral reading controlled by periodical conferences with a
“tutor”—much like the method followed in English universities.
If the tutor is satisfied that the student has read comprehendingly
the required texts, no formal examination need be demanded. In
this manner the student might be directed into fields of knowledge
he would otherwise miss and might form interests that would
enrich his later life. The idea that education is complete with
graduation is alarmingly prevalent.
GRADUATE WORK

To my mind the desirability of graduate work depends solely
upon the amount of instruction given before graduation. If
technical instruction is deferred until the third year, graduate
work may be very desirable if not absolutely essential. If tech
nical instruction is commenced in the first year—and it is my
belief that it should be—graduate work would seem needless.
Proficiency in accounting work is largely a matter of experience
and judgment; the underlying theory of the science is not par
ticularly profound. The fireworks arise in the attempt to apply
the general fundamentals to the infinitely varied and complex
situations found in the world of commerce. The imparting of the
fundamental principles may well be the undertaking of the uni
versity, but the pursuit of experience and judgment is the matter
of a lifetime.
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Year
First Second
12 12

Third
12

Fourth
12

Technical

Accounting...........................................
Elementary.......................................
Advanced..........................................
Inter-corporate (consolidations)....
Cost..................................................
Advanced theory and C. P. A. prob
lems ...........................................
Systems and internal control..............
Auditing...............................................
Public practice and technique............
Industrial management.......................
(Options: a—public accounting)............
(
b—private accounting)..........

Total.................................................
Background

Economics............................................
Corporate finance................................
Money and banking.............................
Property rights and insurance........ :.
Business forecasting.............................

Total.................................................

3

3

3

3

Composition.........................................
Elementary logic..................................
Briefing, precis writing, etc..................
Report writing.....................................
Total.................................................

3

333

2

College algebra.....................................
Statistics...............................................
Charts and graphs—drafting..............
Mathematics of finance.......................

English

4

2

2a
2b

2
2

2
2

2

2

2a 2a
la la
3b 3b

33446655

Mathematics

Total.................................................

4

3

3

3

333-2

2

2

3

3

--222233

3

3

2
1

2
1

3

3

3

3

33333333

Legal

Accounting aspects of current legisla
tion ................................................
Business law.........................................
Income tax...........................................

3

2

3
2

Total.................................................

------55

Cultural........................................................

774422--

Grand Total.....................................

16

16

16

16

16

16

16

16

(Figures refer to hours per week.)
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It follows that there is a point beyond which schooling does not
yield returns. This is, of course, generally recognized, but I
think the point is sooner reached in accountancy than in most
other professions. Eventually every young surgeon is confronted
with the ordeal of laying scalpel to a living body. No amount of
time spent in reading about or in watching others do the trick is
going to help him beyond a fairly definite point. I do not believe,
then, that graduate work has anything to offer that will compare
with the proficiency to be gained in an equal amount of time
spent in practice. In fact, I am inclined to think that the more
promising students might even be "given the works” in three
years.
Toute generalite estfausse—meme celle-ci, said some French wise
cracker, and I may amend the foregoing by saying that if the
graduate year were a bridge between academic cloisters and the
hurly-burly of practice—a sort of weaning period—it might be of
value to some students. A few years ago one of your contem
porary institutions considered the idea of giving its accounting
students their vacations in the first quarter of the year instead of
in summer, in order that they might obtain experience in ac
countants’ offices during the busy season. So far as I know,
nothing came of the idea; but I thought it had merit. It might
be possible to arrange a graduate year in such a manner that the
bourgeoning accountant might spend the busy season on the staff
of a practitioner. The student would see the wheels go ’round,
the university would gain a laboratory of practice, and the ac
countant would have a sort of mushroom cellar (if you will pardon
the metaphor) from which the fairest sprouts might be plucked for
his staff. There would be practical difficulties in such an ar
rangement, but not insurmountable ones.
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Account

should not cause the reader to assume that they are the official answers
of the board of examiners. They represent merely the opinions of the editor of
the Students' Department.]
ancy

Examination

in

Accounting Theory

and

Practice—Part I

November 15, 1934, 1.30 P. M. to 6.30 P. M.
Solve all problems.

No. 4 (15 points):
On April 1, 1929, a company sold $500,000 of its first-mortgage bonds at 90.
The bonds matured to the amount of $50,000 on each of the next ten anniver
saries of the date of issue. Those due in 1930 were paid; those due in 1931 were
not paid but by agreement with the holders were extended for one year. During
1930 the company borrowed from its officers 1,250 shares of its own capital
stock of a par value of $100 each (out of 1,300 shares outstanding) and obtained
a bank loan of $100,000 with these borrowed shares as collateral. Interest was
paid on this loan and on the bonds, but the bond maturities in 1932 were not
met. The officers resigned and were replaced by executives approved by the
creditors. The collateral to the bank loan was offered for sale at public
auction and bought in by the bank for $20,000, which was applied in reduction
of the loan. Thereafter the new officers of the company, in their personal and
private capacities, entered into an agreement with the bank, which contained
the following provisions:
(1) The bank agreed to sell and the officers to buy the 1,250 shares of stock
for $20,000 payable at the rate of $500 per month plus interest,
beginning January 1, 1933.
(2) The officers agreed to seek a five-year extension of the maturities on all
bonds which by their face were due on or after April 1, 1933; these
efforts were made and proved successful before that date arrived.
(3) The bank agreed to (and did) acquire all of the bonds which had ma
tured on April 1, 1932, and agreed further that it would not exercise
any of its rights to enforce collection of either these past-due bonds or
of the now unsecured loan so long as (a) the officers were not in default
on their stock-purchase obligations and (b) interest on the past-due
bonds and the unsecured loan was paid currently; provided, however,
that the company made quarterly payments, to apply on the principal
of the past-due bonds and unsecured notes, equal to as many mul
tiples of $5,000 as might be paid from the sum of its net income and
the net accretion to its depreciation reserve, computation of these
amounts to begin as at April 1, 1933, and to be cumulative, and
payment to be made within thirty days after the close of each quarter.
During its fiscal year ended March 31, 1934, the company’s net income
before depreciation was respectively $8,000, $16,000, $14,000, and $12,500 for
the first, second, third and fourth quarters; expenditures for replacements
charged against its depreciation reserve were respectively $4,500 and $6,000 for
the first and second quarters. All interest obligations were met and payments
to apply on the principal of past-due bonds and on the unsecured loan were
made in accordance with the agreement outlined above. At March 31, 1934,
the company's only indebtedness other than that discussed herein consisted of
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audited vouchers for current purchases and expenses amounting to $35,000,
including interest due April 1, 1934, and its surplus was $67,500.
1. Prepare a statement showing the liabilities side of the company’s balancesheet at March 31, 1934, in such form as in your opinion would merit an
unqualified certificate.
2. Explain any changes which you would make in that statement if the
company had been a party to the agreement outlined above.
3. Explain how the amortization of the cost of floating the bond issue in 1929
would be effected by the extension secured in 1933.
Solution:

(1) It may be assumed that the company has a liability to the former officers
in the amount of $20,000 which was the selling price of the stock which these
officers had pledged as collateral to the $100,000 bank loan.
The amount of the indebtedness to the bank is computed as follows:

Unsecured notes:
Loan made during 1930...........................................
Less the amount received from the sale of pledged
stock.........................................................................
Total unsecured...................................................
Secured bonds:
Bonds maturing during 1931 which were extended
to 1932..................................................................
Bonds maturing during 1932......................................
Total secured.......................................................

$100,000

20,000
...............

$ 80,000

$ 50,000
50,000
——-----

100,000

$180,000

Total.....................................................................

Against this indebtedness, there was applied $40,000 “from the sum of its net
income and the net accretion to its depreciation reserve,” as shown below:
Net income before depreciation:
First quarter................................................................
$ 8,000
Second quarter.............................................................
16,000
Third quarter...............................................................
14,000
Fourth quarter.............................................................
12,500
----------- $ 50,500
Expenditures for replacements, charged against depre
ciation reserve:
First quarter................................................................ $ 4,500
Second quarter.............................................................
6,000
10,500
Amount paid to bank.....................................................
The application to the two different classes of debt
follows:
Amount
of indebtedness
Prorata
80/180 $ 80,000
Unsecured notes.............. ..........
100,000
Secured bonds.................. .......... 100/180

$180,000

Totals........................
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is made prorata, as
Balance,
Amount March 31,
1934
credited
$ 17,778 $ 62,222
22,222
77,778
$ 40,000

$140,000
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A Company
Balance-sheet—March 31, 1934
Liabilities and capital

Current liabilities:
Accounts payable........................................................
Due to former officers.................................................

$ 35,000
20,000
-----------

$ 55,000
Liabilities subject to extension agreement:
Unsecured notes......................................................
$ 62,222
First mortgage bonds—past due................................
77,778
----------140,000
First mortgage bonds (payable $50,000 a year begin
ning April 1, 1938)..................................................
350,000
Capital:
Capital stock—authorized and outstanding, 1,300
shares of a par value of $100 each...................... $130,000
Surplus.........................................................................
67,500
197,500
Total.........................................................................

$742,500

(2) If the company had been a party to the agreement to repurchase the
capital stock (1,250 shares) held by the bank, the amount of the unpaid balance
[$20,000 —(15 x $500)] $12,500 would be shown as a liability. The “Contract
to purchase capital stock, $20,000” would be shown on the asset side.
(3) The following table of bond discount amortization was probably pre
pared at the time the bonds were issued, April 1, 1929.
The “A” Company
Schedule of bond discount amortization
April 1, 1929

Year
ending
March 31st
1930........................................
1931........................................
1932........................................
1933........................................
1934........................................
1935........................................
1936........................................
1937........................................
1938........................................
1939........................................
Totals................ ...........

Bonds
outstanding
$ 500,000
450,000
400,000
350,000
300,000
250,000
200,000
150,000
100,000
50,000

Fraction
50/275
45/275
40/275
35/275
30/275
25/275
20/275
15/275
10/275
5/275

Amortization
$ 9,090.91
8,181.82
7,272.73
6,363.64
5,454.55
4,545.45
3,636.36
2,727.27
1,818.18
909.09

$2,750,000

275/275

$50,000.00

If it may be assumed that the bond discount for the years ended March 31,
1930,1931,1932, and 1933 ($30,909.10) was written off to expense, the remain
ing balance ($19,090.90) should be amortized according to the following
revised schedule.
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The “A” Company
Revised schedule of bond discount amortization
April 1, 1933

Year
ending
March 31st
1934......................... .............
1935......................... .............
1936......................... .............
1937.........................................
1938......................... .............
1939......................... .............
1940......................... .............
1941......................... .............
1942........................................
1943........................................
1944........................................

Bonds
outstanding
$ 350,000
350,000
350,000
350,000
350,000
300,000
250,000
200,000
150,000
100,000
50,000

Fraction
35/280
35/280
35/280
35/280
35/280
30/280
25/280
20/280
15/280
10/280
5/280

Amortization
$ 2,386.36
2,386.36
2,386.36
2,386.36
2,386.36
2,045.45
1,704.55
1,363.64
1,022.73
681.82
340.91

Totals............ ...............

$2,800,000

280/280

$19,090.90

No. 5 (10 points):
Adams and Bede commence in business in copartnership on January 1, 1930.
Adams contributes $40,000 as capital and Bede $25,000. It is agreed that
profits will be divided in the proportions of ⅔ to Adams and ⅓ to Bede and
that 6% interest per annum will be credited on the original capitals. No
interest is to be charged on drawings or credited on any excess of interest and
profits over drawings. During the term of the partnership Adams' drawings
amount each year to $10,000 and Bede's to $7,500. At the close of business on
December 31, 1932, Bede retires from the firm and is paid from partnership
funds the balance standing to the credit of his capital account. The net
profits of the partnership were proportionate to the sales which for the three
years ended December 31, 1932, respectively, amounted to $250,000, $200,000
and $175,000. Adams will continue the business as a sole trader and at the
commencement of business on January 1, 1933, prepares the following state
ment from the books:
Cash............................................................................... $ 10,203.16
Accounts receivable......................................................
16,813.87
Inventories....................................................................
24,311.97
Prepaid expenses...........................................................
250.00
Fixed assets...................................................................
40,000.00
Goodwill........................................................................
15,000.00
$106,579.00

Accounts payable..........................................................
Notes payable...............................................................
Accrued liabilities.........................................................

$ 24,861.05
15,000.00
750.00

Reserves:

For bad debts............................................................
Depreciation..............................................................

2,500.00
12,000.00

Capital...........................................................................

$ 55,111.05
51,467.95
$106,579.00

Prepare a statement of the partners’ capital accounts for the three years
ended December 31, 1932.
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Solution:

The profits for the three years may be determined as follows:
Net worth, January 1, 1933....................................
Withdrawals:
Adams ($10,000 per year)................................... $30,000.00
Bede ($ 7,500 per year)...................................
22,500.00

52,500.00

$103,967.95

Total.................................................................

Original contributions of capital, January 1, 1930:
Adams...............................................................
Bede..................................................................

$51,467.95

$40,000.00
25,000.00

Profit for the three years.................................

65,000.00
$38,967.95

The statement of the yearly profits, interest on original capitals, and remaining
profits follows:
Interest on
original
Remaining
Sales
Year
Fraction
capitals
Profits
profits
1930........
$250,000.00 250/625 $15,587.18 $ 3,900.00 $11,687.18
1931........
200,000.00 200/625
12,469.74
3,900.00
8,569.74
1932........
10,911.03
175,000.00 175/625
3,900.00
7,011.03
Totals... . .

$625,000.00 625/625

$38,967.95

$11,700.00

$27,267.95

Adams and Bede

Statement of partners’ capital accounts
for the period January 1, 1930, to January 1, 1933
Adams
(⅔)

Bede
(⅓)

Total

$40,000.00

$25,000.00

$65,000.00

2,400.00
7,791.45

1,500.00
3,895.73

3,900.00
11,687.18

Totals.........................................
Withdrawals during the year.......

$50,191.45
10,000.00

$30,395.73
7,500.00

$80,587.18
17,500.00

Balance, January 1, 1931.............
1931:
Interest on original capital for the
year............................................
Remaining profits for the year....

$40,191.45

$22,895.73

$63,087.18

2,400.00
5,713.16

1,500.00
2,856.58

3,900.00
8,569.74

Totals.........................................
Withdrawals during the year.......

$48,304.61
10,000.00

$27,252.31
7,500.00

$75,556.92
17,500.00

Balance, January 1, 1932.............

$38,304.61

$19,752.31

$58,056.92

1930:
Original contributions, January 1,
1930............................................
Interest on original capital for the
year............................................
Remaining profits for the year....
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1932:
Interest on original capitals for the
year.........................................
$2,400.00
Remaining profits for the year....
4,674.02

$1,500.00
2,337.01

$3,900.00
7,011.03

Totals.........................................
Withdrawals during the year........

$45,378.63
10,000.00

$23,589.32
7,500.00

$68,967.95
17,500.00

Balance, January 1, 1933.............

$35,378.63

$16,089.32

$51,467.95

No. 6 (5 points):
A and B were partners under an agreement that the profits were to be
equally divided and that A was to furnish one fourth and B three fourths of the
capital actually used during each calendar year, interest at 6% per annum to
be charged or credited on any differences.
Examine the following transcripts of their capital accounts and ascertain
whether or not the entries at the end of the year were correctly made.
A—Capital
Debits
Credits
Jan. 1, 1933..............
$10,000
Sept. 1, 1933 Withdrawal.......
$3,000
Dec. 31
P. & L....
4,400
Dec. 31
Interest on above
60
for 4 months..
B—Capital
Debits
Credits
$30,000
Withdrawal....... $2,000
Jan. 1, 1933..............
July 1, 1933
4,400
Dec. 31
P. & L....
Dec. 31
Interest on above
for 6 months..
60
Solution:

Computation of average capital of the partners:
Partner A:
8/12 of $10,000....................................................
4/12 of 7,000....................................................
Average capital for the year...........................
Partner B:
6/12 of $30,000....................................................
6/12 of 28,000....................................................
Average capital for the year............................
Total average capital of both partners..................

$ 6,666.67
2,333.33
$ 9,000.00

$15,000.00
14,000.00

29,000.00
$38,000.00

A was to furnish 1/4, and B
of the total capital for the year. The follow
ing statement shows the excess or deficiency of capital of the partners.

Capital

Agreed

Excess or
Furnished deficiency*

Partners:
A(1/4)...................... .................
B(3/4).......................... .................

$ 9,500.00
28,500.00

$ 9,000.00
29,000.00

$ 500.00*
500.00

Totals...................... .................

$38,000.00

$38,000.00

$
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The entries made at the end of the year are incorrect. The interest charges
to both accounts may be considered as charges against the equal distributions
of profits, and the following entry should be made to correct the accounts.
A capital...............................................................
B capital...........................................................
To charge A and credit B with interest at 6%
per annum on the $500 excess and deficiency in
their capital accounts as agreed.

$30.00

$30.00

No. 7 (5 points):
The Theatre Company rented films from the Film Company and agreed to
pay as rental 15% of the Theatre Company’s gross receipts up to a point where
it earned a profit (before deducting the rental) equal to one-half of the total
rental and beyond that point at the rate of 50% of the gross receipts.
Calculate the film rental for a period in which the gross receipts amounted
to $1,000 and the expenses (other than rental) amounted to $400.
Solution:

The rental is made up of two amounts:
A. 15% of the gross receipts up to a point where the theatre earns a
profit equal to one-half of the total rental, and
B. 50% of the gross receipts beyond that point.
Hence, if we let X represent the gross receipts on which the 15% rental
is paid ($1,000—X) will represent the remainder of the gross receipts, and
.15X=the rental under A
.50 ($1,000—X) =the rental under B
.15X+.50 ($1,000—X) = total rental
$500 — .35X =total rental

From (A) above,

X —$400 (expenses) = one-half the total rental
and 2X—$800=total rental
Therefore 2X - $800 = $500 - .35X
2.35X = $l,300
X = $553.19

Computation of rental:
A.
B.

15% of $553.19
=$82.98
50%of ($1,000-$553.19)= 223.40
Total

$306.38

Proof:
Gross receipts on which A is computed (X)..
Less: expenses................................................
Profit thereon, before rental..........................
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$553.19
400.00

$153.19, which is one-half the
total rental.

The Journal of Accountancy
Examination

in

Accounting Theory and Practice—Part II

November 16, 1934, 1.30 P. M. to 6.30 P. M.
Solve all problems.

No. 1 (30 points):
On December 31, 1928, the Star Drug Company with an outstanding capital
of $500,000, the Mormon Drug Company with an outstanding capital of
$400,000 and the Gulf Drug Company with an outstanding capital of $450,000
—all shares of $100 each—merged into one operating company known as
Continental, Inc. with a capital stock issue of 1,350,000 shares of no par value.
The stockholders of the three merging companies received the 1,350,000
shares in return for their aggregate holdings of $1,350,000 par, i.e. 100 shares of
Continental, Inc. for each share of the merging companies. On the above date
Continental, Inc. also took over all the assets and liabilities of the three com
panies. Their individual charters were, however, kept alive.
On December 31, 1933, five years later, the balance-sheet of Continental,
Inc. was:
Assets
Cash.............................................................................
$ 150,000
Accounts receivable....................................................
Star Drug Co. customers........................................ $ 125,000
Mormon Drug Co. customers.................................
100,000
Gulf Drug Co. customers........................................
70,000
295,000
Inventory:
Star Drug Co. products, materials, etc..................
Mormon Drug Co. products, materials, etc...........
Gulf Drug Co. products, materials, etc..................

140,000
120,000
115,000

375,000

Plant and equipment at present values appraised on
December 31, 1933—
Star Drug Co. plant................................................
Mormon Drug Co. plant.........................................
Gulf Drug Co. plant...............................................

1,500,000
1,300,000
1,000,000

3,800,000
$4,620,000

Liabilities

Accounts payable........................................................
$ 89,000
Bonds of subsidiary companies
Star Drug Company............................................ $1,197,400
Mormon Drug Company........................................
783,160
Gulf Drug Company...............................................
519,440 2,500,000
Capital stock outstanding...........................................
Surplus.........................................................................

785,000
1,246,000
$4,620,000

At December 31,1933, Continental, Inc.’s stockholders decided to decentral
ize and restore to each of the original companies its proportion of assets and
liabilities. The net worth was to be prorated on the basis of each company's
capital investment on December 31, 1928, and it was found that the Star Drug
Company was to receive 40%, the Mormon Drug Company 36% and the Gulf
Drug Company 24%.
On December 31, 1928, the three merging companies owned each other’s
stock as follows:
The Star Drug Company owned—
1,200 shares Mormon Drug Co., cost.......................... $ 100,000
2,500 shares Gulf Drug Co., cost.................................
200,000
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The Mormon Drug Company owned—
1,000 shares Gulf Drug Co., cost............................. $ 75,000
500 shares Star Drug Co., cost.................................
50,000
The Gulf Drug Company owned—
50 shares Mormon Drug Co., cost.................
10,000
400 shares Star Drug Co., cost.................................
30,000
A summary of Continental, Inc.’s surplus shows:
Surplus of merging companies—December 31, 1928
Star Drug Company................................................. $ 190,000
Mormon Drug Company..............................................
375,000
Gulf Drug Company.....................................................
81,000
Excess of par over book value of intercompany holdings
100,000
Earnings of five years......... .............................................
892,500
$1,638,500
Less: dividends paid .......................................................
392,500
Balance, December 31, 1933........................................

$1,246,000

It was decided that in the redistribution each of the three companies would
receive a proportionate share of the cash; its own accounts receivable and in
ventory; its original investments in the other companies at original cost to
itself and its own plant and equipment. On the other hand, each would
assume a proportionate share of the current liabilities but would become wholly
liable for its own outstanding bonds. All differences were to be charged or
credited to current account for future settlement.
From the foregoing data prepare:
1. A statement showing in columnar form the balance-sheets of the three
drug companies after decentralization on December 31, 1933.
2. A statement showing that the adopted ratio 40: 36: 24 approximately
agrees with the proportions existing on December 31, 1928.
Solution:

(1) A statement showing in columnar form the balance-sheets of the three
drug companies after decentralization on December 31, 1933:
Morman
Gulf
Star
Drug
Drug
Drug
Company Company Company
Assets
Current assets:
Cash............................................... ... $ 60,000 $ 54,000 $ 36,000
125,000
100,000
70,000
Accounts receivable......................
140,000
120,000
115,000
Inventories....................................

Total current assets.................. ...

$ 325,000 $ 274,000 $ 221,000

14,760 $

Due from Gulf Drug Company.... . . .

$ 106,400 $

Plant and equipment........................ ...

$1,500,000 $1,300,000 $1,000,000

Investment (at cost):
Star Drug Company.....................
Mormon Drug Company.............. ...
Gulf Drug Company.....................

$ 100,000
200,000

$

50,000 $

30,000
10,000

75,000

Total investments..................... ...

$ 300,000 $ 125,000 $

Total assets................................ ...

$2,231,400 $1,713,760 $1,261,000
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Liabilities and net worth

Accounts payable............................... ..
Due to Star Drug Company..............
Due to Mormon Drug Company....
Bonds outstanding.............................

$

35,600 $

32,040 $

783,160

1,197,400

21,360
106,400
14,760
519,440

Total liabilities............................ ..

$1,233,000 $ 815,200 $ 661,960

Net worth:
Capital stock................................... ..
Surplus............................................

$ 500,000 $ 400,000 $ 450,000
498,400
498,560
149,040

Total net worth........................... ..

$ 998,400 $ 898,560 $ 599,040

Total liabilities and net worth....

$2,231,400 $1,713,760 $1,261,000

The following adjusting entries and working papers are presented for ex
planatory purposes only. This section of the problem can readily be solved by
the candidate without the use of detailed working papers, although comments
and tables similar to those following entry No. 5 should be included with the
solution.
Explanatory adjusting entries
(1)
Cash:
Star Drug Company..............................
Mormon Drug Company........................................
Gulf Drug Company...............................................

$

60,000
54,000
36,000

Cash....................................................
To record the distribution of cash on the basis of
the adopted ratio 40: 36: 24.

$150,000

(2)
Accounts payable......................................
$
Accounts payable:
Star Drug Company............................................
Mormon Drug Company...................
Gulf Drug Company..........................
To record the distribution of the accounts payable
on the basis of the adopted ratio 40: 36: 24.

(3)
Investments: (at cost)
Star Drug Company:...........................................
Mormon Drug Company.................. $100,000
Gulf Drug Company....................... .
200,000
Mormon Drug Company:....................
Gulf Drug Company....................... •
75,000
Star Drug Company.........................
50,000
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$ 35,600
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21,360

300,000
125,000
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Gulf Drug Company:...........................
$ 40,000
Mormon Drug Company.................
$ 10,000
Star Drug Company.........................
30,000
Surplus (excess of par over book value, of inter
company holdings).......................................
100,000
Capital adjustment account...................................
To record distribution of investments at cost.

$ 565,000

(4)
Capital stock...............................................................
785,000
Capital adjustment account.......................................
565,000
Capital stock:
Star Drug Company............................................
$ 500,000
Mormon Drug Company....................................
400,000
Gulf Drug Company...........................................
450,000
To record the redistribution of the capital stock of
the foregoing companies.
(5)
Surplus......................................................................... $1,146,000
Surplus:
$ 498,400
Star Drug Company............................................
498,560
Mormon Drug Company....................................
149,040
Gulf Drug Company...........................................
To record the distribution of the surplus account in
the adopted ratio of 40: 36: 24, after allowing for
the distribution of the capital stock.
The combined net worth of the three companies on December 31, 1933, may
be computed as follows:
Net worth of Continental, Inc.:
Capital stock........................................................ $ 785,000
Surplus.................................................................
1,246,000 $2,031,000

Inter-company stock holdings:
Star Drug Company........
Mormon Drug Company. . .
Gulf Drug Company...........

$ 300,000
125,000
40,000

Total.................................

465,000
$2,496,000

This net worth is to be distributed on the adopted basis of 40: 36: 24.
Company
Star Drug Company..............
Mormon Drug Company....
Gulf Drug Company.............

Totals............................. ..

Net Capital stock
worth
(entry No. 4)
$ 500,000
$ 998,400
898,560
400,000
450,000
599,040

$2,496,000

229

$1,350,000

Surplus
(entry No. 5)
$ 498,400
498,560
149,040

$1,146,000
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Totals ...............................................................................................

Sub-total.................................................................................................
Star Drug Company:
Due from Gulf Drug Company ...................................................
Mormon Drug Company:
Due from Gulf Drug Company ...................................................

Accounts receivable:
Star Drug Company ..........................................................................
Mormon Drug Company ..................................................................
Gulf Drug Company .........................................................................
Inventories:
Star Drug Company ..........................................................................
Mormon Drug Company ..................................................................
Gulf Drug Company .........................................................................
Plant and equipment:
Star Drug Company ..........................................................................
Mormon Drug Company ..................................................................
Gulf Drug Company .........................................................................
Investments (at cost) :
Star Drug Company:
Mormon Drug Company ..........................................................
Gulf Drug Company .....................................................................
Mormon Drug Company:
Gulf Drug Company .................................................................
Star Drug Company ......................................................................
Gulf Drug Company:
Mormon Drug Company ..............................................................
Star Drug Company ......................................................................

Cash .........................................................................................................
Star Drug C om pany. .... ...................................................................
Mormon Drug Company ..................................................................
Gulf Drug Company .........................................................................

Assets

Continental, I nc.

‘

100,000
200,000

$4,620,000

106,400
14,760
(6)

10,000
30,000

(6)

(3)
(3)

(3)
75,000
(3)
50,000

$2,231,400

106,400

$2,125,000

100,000
200,000

$1,713,760

14,760

$1,699,000

75,000
50,000

$1,261,000

$1,261,000

10,000
30,000

1,000,000

1,300,000

1,500,000

1,500,000
1,300,000
1,000,000

36,000

115,000

$

120,000

54,000

140,000

$

Gulf

Drug
Company

140,000
120,000
115,000

60,000

Mormon
Drug
Company

70,000

$

Star
Drug
Company

100,000

(3)

60,000
54,000
36,000

(1)$ 150,000

>

125,000

(3)

(1)
(1)

(1)$

Debit
Credit

Adjustments
---------------- —

<

125,000
100,000
70,000

$ 150,000

Trial
balance

Balance-sheet—working papers December 31, 1933
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Totals ..............................................................................................

Sub-total.................................................................................................
Gulf Drug Company:
Due to Star Drug Company ...................................................... ..
Due to Mormon Drug Company ....................................................

Star Drug Company ..........................................................................
Mormon Drug Company ..................................................................
Gulf Drug Company .........................................................................
Capital adjustment account .................................................................

Liabilities and Capital
Accounts payable ...................................................................................
Star Drug Company ..........................................................................
Mormon Drug Company ..................................................................
Gulf Drug Company .........................................................................
Bonds of subsidiary companies:
Star Drug Company ..........................................................................
Mormon Drug Company ..................................................................
Gulf Drug Company .........................................................................
Capital stock ..........................................................................................
Star Drug Company ..........................................................................
Mormon Drug Company ..................................................................
Gulf Drug Company .........................................................................
Surp lus .....................................................................................................
1,246,000

1,197,400
783,160
519,440
785,000

89,000

$4,620,000

$

{

89,000

(4)

$3,421,160

565,000

(3) 100,000

(4) 785,000

(2) $

'

106,400
14,760

498,400
498,560
149,040
565,000

500,000
400,000
450,000

$35,600
32,040
21,360

$3,421,160

(6)
(6)

(5)
(5)
(5)
(3)

(4)
(4)
(4)

(2)
(2)
(2)

$2,231,400

$2,231,400

498,400

500,000

1,197,400

$ 35,600

498,560

400,000

783,160

32,040

$1,713,760

$1,713,760

$

149,040

450,000

519,440

21,360

$1,261,000

106,400
14,760

$1,139,840

$
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The differences between the net worths of the companies shown above,
and the distribution of cash, accounts payable, and their own assets and bonds,
is to be adjusted by means of current accounts as between the companies.
The entry to record these current accounts follows:
(6)
Star Drug Company:
Due from Gulf Drug Company.............................. $106,400
Mormon Drug Company:
Due from Gulf Drug Company..............................
14,760
Gulf Drug Company:
Due to Star Drug Company...........................
Due to Mormon Drug Company........................
To record the adjustments in the current accounts
of the decentralizing companies.

$106,400
14,760

(2) A statement showing that the adopted ratio 40: 36: 24 approximately
agrees with the proportions existing on December 31, 1928:

Companies

Star Drug Company.............. ...
Mormon Drug Company....
Gulf Drug Company.............

Totals............................. ...

Adopted
ratio

Book
values

Under,
or over*

$ 975,120.48 $ 972,591.24 $2,529.24
875,332.11 1,060.95
876,393.06
583,554.74 3,590.19*
579,964.55

$2,431,478.09 $2,431,478.09 $

The net worth of the three companies at December 31, 1928, may be ana
lyzed as follows:
Star
Mormon Gulf
Drug
Drug
Drug
Company Company Company
Total

Capital stock................................. $500,000 $400,000 $450,000 $1,350,000
Surplus..........................................
190,000 375,000
81,000
646,000

Total net worth..................... $690,000 $775,000 $531,000 $1,996,000
Inter-company stockholdings (at
cost):
Star Drug Company.................
$ 50,000 $ 30,000 $ 80,000
Mormon Drug Company.......... $100,000
10,000
110,000
Gulf Drug Company................. 200,000
75,000
275,000

Total inter-company holdings $300,000 $125,000 $ 40,000 $ 465,000
Net assets, other than inter-com
pany stockholdings at cost.... $390,000 $650,000 $491,000 $1,531,000
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It may be assumed that the inter-company stockholdings were carried on
the books of the several companies at cost. The book values of these holdings
are unknown, but may be determined by the following method:

Let S=the adjusted net worth of the Star Drug Company.
M =the adjusted net worth of the Mormon Drug Company.
G = the adjusted net worth of the Gulf Drug Company.

S =$390,000 +1,200/4,000M+2,500/4,500G, or
(1) S = $390,000 + .3M+5/9G.
M =$650,000+1,000/4,500G+500/5.000S, or
(2)M =$650,000+2/9G+.lS
G=$491,000+50/4,000M+400/5,000S, or
(3) G = $491,000 + .0125M+.08S
Eliminate the fraction by multiplying (1) and (2) by 9:
(4) 9S = $3,510,000+2.7M+5G
(5)9M =$5,850,000+2G+.9S
Transpose (3), (4), and (5):
(6)- .08S — .O125M+ G = $ 491,000
(7) 9. S—2.7 M-5G = $3,510,000
(8)- .9 S+9.
M — 2G = $5,85O,OOO
Multiply (7) by 2 and (8) by 5; and subtract:
(9)+18.0S- 5.4M- 10G = $ 7,020,000
(10)- 4.5S+45.0M —10G= 29,250,000
(11) 22.5S-50.4M
=-$22,230,000
Multiply (6) by 2 and change signs and subtract (8) therefrom:
(12)- .16S— .025M+ 2G= $ 982,000
( 8)+ .90S—9.000M+ 2G=-$5,850,000
(13) - 1.06S+8.975M = +$6,832,000
Change signs in (13):
(14)+1.06S—8.975M

Multiply (11) by 1.06 and
(15)23.85S— 53.4240M
(16)23.85S — 201.9375M
(17) +148.5135M
(18)

M

=-$6,832,000
(14) by 22.5; and subtract:
= -$ 23,563,800
= -$153,720,000
=+$130,156,200
=

$

876,393.06

Substitute $876,393.06 for M in (14):
(19) 1.06S-8.975($876,393.06) = -$6,832,000.00, or
(20)1.06S—
$7,865,627.71 = -$6,832,000.00, or
1.06S
= $1,033,627.71, or
S
= $ 975,120.48.
Substitute $876,393.06 for M and $975,120.48 for S in (3):
(21)G=$491,000.00+.0125 ($876,393.06)+ .08 ($975,120.48), or
G = $491,000.00+$10,954.91 +$78,009.64, or
G=$579,964.55.
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Proof:
S = $390,000+.3M+5/9G
=$390,000+$262,917.92+$322,202.53
=$975,120.45
M =$650,000 +2/9 G+.1S
=$650,000+$128,881.01+$97,512.05
= $876,393.06
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Accounting Questions
[The questions and answers which appear in this section of The Journal of
Accountancy have been received from the bureau of information conducted
by the American Institute of Accountants. The questions have been asked
and answered by members of the American Institute of Accountants who are
practising accountants and are published here for general information. The
executive committee of the American Institute of Accountants, in authorizing
the publication of this matter, distinctly disclaims any responsibility for the
views expressed. The answers given by those who reply are purely personal
opinions. They are not in any sense an expression of the Institute nor of
any committee of the Institute, but they are of value because they indicate
the opinions held by competent members of the profession. The fact that
many differences of opinion are expressed indicates the personal nature of
the answers. The questions and answers selected for publication are those
believed to be of general interest.—Editor.]
DISPOSITION OF EXCESS CREDIT FROM SALE OF STOCK

Question: We propose to acquire the consent of our stockholders for reducing
the authorized no-par shares to the extent of our treasury stock on hand.
We are incorporated under the laws of New Jersey and I am informed that it
is compulsory under the law that when stock is legally cancelled the capital
stock account must be reduced by the original amount set up as a credit when
such stock was issued for value received.
Our treasury stock was purchased at a price somewhat below the amount we
received when originally issued; and practically my whole question is the dis
position of this excess credit figure on deleting our treasury stock account
carried at cost.
It is understood that there is, of course, only one account to which this excess
credit can be placed, viz., surplus. But is it an earned surplus available for
dividends or must it remain as a capital surplus comparable to paid-in surplus?
It has been my understanding that the sale of treasury stock would create
either a profit or a loss affecting the earned surplus of a corporation, and it
might seem that a similar profit or loss would be created on a legal reduction of
the authorized capital stock via cancelling and deleting the treasury stock
owned from our assets.
Answer No. 1: We would state that the well recognized accounting rule is to
credit capital surplus, and not earned surplus available for dividends, with the
excess of the par, or original issue price, over the cost of capital stock pur
chased and cancelled. ‘‘ Profit and loss ’’ arising from the sale of treasury stock
is similarly treated; namely, credited or charged to capital surplus and not to
earned surplus available for dividends. This rule is based upon the principle
that it is not the business of a corporation to deal in its own shares.
Answer No. 2: In our opinion, this difference should be credited to capital
surplus and not to earned surplus. We do not believe the situation with respect
to profit or loss upon sale of treasury stock is the same as the situation with
respect to the purchase and cancellation of treasury stock.
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The question as to the availability of the difference between cost and original
issue price of treasury stock for the payment of dividends is a legal one, the
answer to which depends largely upon the laws of the state involved.
NOTATION OF ENDORSEMENT OF NOTES ON BALANCE-SHEET
Question: The A corporation issued its note payable for $7,500 to the D na
tional bank. The president of the A corporation, at the solicitation of the bank,
personally endorsed the A corporation’s note. The board of directors of the A
corporation authorized the corporation to turn over to the president certain
notes receivable of the A corporation amounting to $20,000. These notes are
to be held by the president to protect him in the case of liability arising from
the note endorsement. The question is: Should the balance-sheet of the
corporation indicate that the note payable is secured by the president’s en
dorsement or will it be satisfactory to have the balance-sheet set up as follows:
Notes receivable—Pledged to secure payment of note payable
contra.................................
$20,000
Notes payable: To bank—Secured by pledge of $20,000 of notes
receivable per contra............................................................
7,500
Answer No. 1: We think that the items in question should not be set up as in
the question but as follows:
Notes receivable—Pledged with endorser of note payable,
contra....................................................................................
$20,000
Note payable: To bank—See notes receivable, contra, pledged
to secure endorser of this note.............................................
7,500
There is no need to disclose the identity of the endorser, nor is it usually
necessary to disclose even the fact that the note is endorsed. It is the manner
in which the assets of the corporation were pledged that requires the notation
of the endorsement on the balance-sheet. From the set-up suggested in the
question, it is fair to assume that the collateral was pledged with the bank,
which is not the case.
The set-up suggested in the question is probably sufficient disclosure for all
practical purposes where the integrity of the holder of the collateral is above
question.
Answer No. 2: The treatment suggested in the text of the question appears
to us to be misleading. A person reading the balance-sheet set up in the sug
gested fashion would be led to believe that the notes receivable were pledged to
and held by the bank, which, of course, is not in accord with the facts.
As an alternative we suggest the following treatment:
Notes receivable—pledged with officer as endorser of note pay
able, contra............................................................................... $20,000
Notes payable to bank................................................................
7,500

DEPRECIATION OF PLANT AND EQUIPMENT

Question: The state tax department seems to take the stand that fixed
assets can not be depreciated beyond 50 per cent. of their book value and still be
usable in a business, and for that reason has questioned several such assets that
we have depreciated beyond the 50 per cent. figure. It is a question of ob
solescence with us, inasmuch as numerous machines have been superseded by
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others, and in arriving at their valuation we have set up an additional reserve
to take care of that condition.
Answer No. 1: As to the depreciation question, we know of no state tax de
partment ruling to the effect that depreciation is not properly allowable where
a plant as a whole has been depreciated beyond 50 per cent and is still usable in
a business. We think there is some confusion of thought between what may be
termed to be the engineering conception of plant efficiency as affected by de
preciation and the necessity for providing depreciation in the accounts. While
it may be true that certain plants may not be efficiently operated if they are,
say, 50 per cent. depreciated, at the same time it is widely recognized that many
classes of assets continue to depreciate irrespective of the amounts expended for
repairs, and it is further recognized as sound accounting policy to provide
in each year’s accounts for the exhaustion of the investment in depreciable
property.
We think that most of the states that impose an income tax or a franchise tax
based on income follow the bureau of internal revenue’s interpretation of the
income tax law with respect to depreciation as well as in many other respects.
It will be of interest to note that the federal income-tax regulations and bulletin
“F” clearly set forth that allowance for depreciation should be made each year
for the purpose of recovering the investment in the property; furthermore, the
bureau is quite definite in stating its preference for accounting for the deprecia
tion allowance by items or groups of items, apparently irrespective of the state
of efficiency or the depreciation of the plant as a whole.

237

Current Literature
Compiled in the Library of the American Institute of Accountants.
ACCOUNTANTS’ OFFICE
Dolby, Charles M. Organisation of Accountants' Offices. Incorporated
Accountants’ Journal, January 1935, p. 141-3.
Accounting
Rainsford, W. Bruce. Time Recording and Account Rendering in a Public
Accountant's Office. Commonwealth J ournal of Accountancy, Novem
ber 1934, p. 72-3.
ACCOUNTING
Mexico
Benedetto, A. F. Accounting in Mexico. (Accounting Exchange.) Ac
counting Review, December 1934, p. 340-2.
ACCOUNTING LITERATURE
Wenger, J. Norman. U. S. Government Publications as an Aid to Accountants.
Certified Public Accountant, January 1935, p. 8-10.
BALANCE SHEETS
Ratcliffe, D. Balance Sheets from a Banker's Point of View. Accountants’
Journal (Eng.), January 1935, p. 641-50.
BANKS AND BANKING
Auditing
Hurdman, Frederick H. Bank Examinations. Certified Public Account
ant, January 1935, p. 43-9.
Reports and Statements
Johnson, Evan M. More Informative Bank Statements. National Audit
gram, January 1935, p. 6-8.
BOXES, PACKING CASES, ETC.
Cost Accounting
Cigar Container Code Authority. Uniform Method of Cost Inclusion and Ap
plication for the Cigar Container Industry, as Approved August 16, 1934 by
Hugh S. Johnson, Administrator for Industrial Recovery, for the National
Recovery Administration. Philadelphia, Pa., Cigar Container Code

Authority, 1934. 8 typewritten pages.
BROKERS
Law
Todman, Frederick S. and Company. Analysis of Regulation T, Series 1934,

as Issued by the Federal Reserve Board on October 1, 1934 (Inclusive of Offi
cial Interpretations Issued up to December 7, 1934). New York, Frederick

S. Todman and Company (1934). 54 p.
BUSINESS FAILURES
Fitzpatrick, Paul J. Transitional Stages of a Business Failure. (Accounting
Exchange.) Accounting Review, December 1934, p. 337-40.
Hawthorn, Robert B. Business Failures and the Small-Business Man. Jour
nal of Accountancy, February 1935, p. 90-104.
CODE AUTHORITIES
Accounting
National Industrial Recovery Board. Instructions to Auditors of Books and
Accounts of Code Authorities. Washington, D. C., National Industrial
Recovery Board, December 6, 1934. 8 p.
COMMERCIAL LAW
Kanzer, Edward M. and Gerstenberg, Charles W. Essentials of Business Law.
New York, Prentice-Hall, Incorporated, 1934. 551 p.

238

Current Literature
COST AND FACTORY ACCOUNTING
Brickenden, W. T. Plant Engineering in Relation to Costs. Cost and Man
agement, January 1935, p. 2-7.
Matthews, C. N. Uniform Costing by Industries. Certified Accountants’
Journal, January 1935, p. 17-22.
Rigby, A. George. Factory Accountant and His Work. Certified Public
Accountants’ Journal, January 1935, p. 158-64.
DEPARTMENT STORES
Cost Accounting
Friedman, J. P. Cost Problems of Department Stores; an Address Delivered
Before the New York Chapter of National Association of Cost Accountants,
October 16, 1934. Journal of Accountancy, February 1935, p. 105-16.

DEPRECIATION, DEPLETION AND OBSOLESCENCE
Fernaid, Henry B. Depreciation and Federal Taxes; Address Delivered Before
Washington, D. C., Chapter of the National Association of Cost Accountants,
November 21, 1934. 51 typewritten pages.
Hossack, A. B. What Treasury Decision 4422 Means. System and Business
Management, January 1935, p. 10-2, 37-43.

DIVIDENDS
Littleton, A. C. Dividends Presuppose Profits. Accounting Review,
December 1934, p. 305-11.
EXPENSES
Winakor, Arthur H. Incidence of Expenses in Accounting. Accounting
Review, December 1934, p. 312-8.
GRAIN TRADE
Accounting
Aitken, William. Procedure and Accounts Relative to Grain Exporters and
Shippers. Canadian Chartered Accountant, January 1935, p. 8-37.
HOSPITALS
Accounting
Rea, George and Peper, John L. Establishing a Control Over Hospital Income.
New York, National Association of Cost Accountants, January 15, 1935.
(N. A. C. A. Bulletin, volume 16, number 10, section 1, p. 556-79.)
Saint Agnes, Sister M. Hospital Accounting. New York, National Associa
tion of Cost Accountants, January 15,1935. (N. A. C. A. Bulletin, vol
ume 16, number 10, section 1, p. 537-55.)
INFLATION
Sweeney, Henry W. How Inflation Affects Balance Sheets. Accounting
Review, December 1934, p. 275-99.
IRON AND STEEL
Statistics
Hartzell, Elmer. Profits in the Steel Industry. Accounting Review, Decem
ber 1934, p. 326-33.
MUNICIPAL ACCOUNTING
Morey, Lloyd. Principles of Municipal Accounting. Accounting Review,
December 1934, p. 319-25.
OILS
Accounting
Humphreys, H. G. Bookkeeping for an Oil Producing Company. February
1935, p. 117-35.
PARTNERSHIPS
Practice Arbitration—a Partnership Dispute. Accountant, January 19, 1935,
p. 85-97.

239

The Journal of A ccountancy
PRICES
Mills, Frederick C.

Changes in Prices, Manufacturing Costs and Industrial
Productivity, 1929-1934. National Bureau of Economic Research

Bulletin, Number 53, December 22, 1934, p. 1-14.
Smyth, T. Profitable Sales Prices, Their Costs, and the Proof of Both. Cost
and Management, January 1935, p. 8-12.
QUARRIES AND QUARRYING
Budgeting
Jones, T. W. Quarry Budget System. Rock Products, January 15, 1935,
p. 47-8.
STATISTICS
Croxton, Frederick E. and Cowden, Dudley J. Practical Business Statistics.
New York, Prentice-Hall, Incorporated, 1934. 529 p.
STOCK EXCHANGES
Government Regulations
Dean, Arthur H. Securities Act and the Securities Exchange Act; Address

Delivered at a Meeting of the Massachusetts Society of Certified Public
Accountants, Incorporated, Boston, Massachusetts, October 22, 1934. 35 p.
Smith, F. P. Stock-Exchange Margins. Accounting Review, December

1934, p. 300-3.

TAXATION
Great Britain

Dargue, Wilfred. Practical Points on Taxation, Accountant, Tax Supple
ment, January 12, 1935, p. 13-9.
United States
Herndon, John G. Our New Federal Taxes; the Present Federal Tax Law on
Incomes, Gifts, Estates, Capital Stock Values, and Excess Profits Illustrated
and Explained. Philadelphia, Pa., John C. Winston Company, c 1934.

281 p.

TAXES
Schwertner, Frederick. Statute of Limitations Governing the Recovery of Federal
Income Taxes Erroneously Collected.

January 1935, p. 31-9.

Blum, Louis D.
Journal

WATERWORKS
Taxation

Changes in Federal Tax Laws Affecting Water Companies.

of the

p. 1759-68.
Rowe, R. P.

Certified Public Accountant,

American Water Works Association, December 1934,

WORKMEN’S COMPENSATION

Workmen’s Compensation and Insurance.

countants’

Incorporated Ac

Journal, January 1935, p. 148-51.

Periodical addresses:
Accountant, 8 Kirby Street, E. C. 1, London, England.
Accountants’ Journal (Eng.), 8 Kirby Street, E. C. 1, London, England.
Accountants' Magazine, 23 Rutland Square, Edinburgh, Scotland.
Accounting Review, 217 Commerce Building, University of Illinois, Urbana, Illinois.
Building and Building Management, 139 North Clark Street, Chicago, Illinois.
Canadian Chartered Accountant, 10 Adelaide Street, East, Toronto, Canada.
Certified Accountants’ Journal, 50 Bedford Square, W. C. 1, London, England.
Certified Public Accountant, Accountants Publishing Company, National Press Building,
Washington, D. C.
Certified Public Accountants’ Journal, 45 Ludgate Hill, E. C. 4, London, England.
Commonwealth Journal of Accountancy, 59 William Street, Melbourne, Australia.
Cost and Management, 81 Victoria Street, Toronto, Canada.
Incorporated Accountants’ Journal, Victoria Embankment, W. C. 2, London, England.
Journal of Accountancy, 135 Cedar Street, New York, N. Y.
Journal of the American Water Works Association, 2411 North Charles Street, Baltimore,
Maryland.
N. A. C. A. Bulletin, National Association of Cost Accountants, 385 Madison Avenue at 47th
Street, New York, N. Y.
National Auditgram, Federal Reserve Bank of Cleveland, Cleveland, Ohio.
National Bureau of Economic Research Bulletin, 51 Madison Avenue, New York, N. Y.
Rock Products, Tradepress Publishing Corporation, 542 South Dearborn Street, Chicago,
Illinois.
System and Business Management, Management Publications, Inc., 330 West 42nd Street,
New York, N. Y.

240

THE JOURNAL OF ACCOUNTANCY

Binding

The JOURNAL of
ACCOUNTANCY
When the magazines constituting the
volume are supplied by the subscriber
the binding charge is $2. Each bound
volume includes six issues.
Bound in tan buckram with title, dates
and volume number stamped in gold on
red leather.
Missing numbers, with the exception of
a few rare issues, will be supplied, if ob
tainable, at 50 cents each.
Binding orders and the magazines to be
bound should be mailed or delivered to

AMERICAN INSTITUTE
PUBLISHING CO., INC.
135 Cedar Street, NewYork, N.Y.

When writing to advertisers kindly mention The Journal of Accountancy

XI

THE JOURNAL OF ACCOUNTANCY

XII

DUTIES OF THE SENIOR ACCOUNTANT
F. W. THORNTON, author of “Financial Examinations” and co-author of
the original edition of "Duties of the Junior Accountant” presents in this
book a brief, clear and most interesting series of lectures on what the senior
accountant in these modern days should do.
Mr. Thornton’s experience has been wide and varied. He was for many
years a managing accountant on the staff of one of the largest accounting
firms in the world. His activities have carried him into a hundred fields of
effort, and no one is better qualified to take the senior to one side and tell
him exactly what he should do in situations which are apt to arise.

Cloth Bound

103 Pages

Pocket Size

$1.25 delivered in the United States

AMERICAN INSTITUTE PUBLISHING COMPANY, INC.
135 CEDAR STREET, NEW YORK

CAN YOU DEFINE EARNED SURPLUS?
CAN YOU SEPARATE RESERVES
FROM ALLOWANCES?

The report

of the committee on terminology of
the American Institute of Accountants, con
taining a glossary of slightly over 600 words, is
published in book form under the title "Ac
counting Terminology.”

It

IS of inestimable value to business executives,
students in accounting and finance and, above
all, to accountants themselves.

While the book has not been

formally adopted
or approved by the council of the American
Institute of Accountants, it represents the
opinion of some of the best minds in the
profession.
PRICE $1.50

126 PAGES

CLOTH BOUND

Now Ready!
BOUND VOLUME LVIII

of the

Journal of Accountancy
Price $4.00
•
THE AMERICAN INSTITUTE
PUBLISHING CO., INC.

AMERICAN INSTITUTE PUBLISHING CO.
INC.

135 Cedar Street

135 CEDAR STREET, NEW YORK

When writing to advertisers kindly mention The Journal of Accountancy

New York

THE JOURNAL OF ACCOUNTANCY

THE ETHICS OF A
PROFESSION

FRAUD:
Its Control Through Accounts

by

BY

A. P. RICHARDSON
"The Ethics of a Profession” discusses the
opinions of accountants as to what constitutes

ethical practice in their profession. It reviews

the temptations which are met by accountants
and presents the reasons why these temptations

should be resisted.
It describes the code of ethics of the profes

sion. It should have a place in the library of

every accountant.
159 PAGES

CLOTH BOUND

XIII

PRICE $1.50

George E. Bennett, Ph.D., LL.M., C.P.A.
preparation of this volume was
prompted by the scarcity of material on the
subject.
Its purpose is to show the legal aspects of
fraud in accounts, to point out the possibili
ties for the practice of fraud in accounts, and
to suggest general methods to prevent fraud,
with particular reference to the utilization of
the principles of internal check. The book
presents information of greatest value to
those whose duty it is to audit accounts, to
install and revamp accounting systems or to
supervise the operation of an accounting
system.

The

AMERICAN INSTITUTE

135 Pages
Price $ 1.50
CLOTH BOUND

PUBLISHING COMPANY, INC.

American Institute Publishing Co., Inc.
135 Cedar Street, New York

NEW YORK

Law for
Laymen

Comprehensive KEY

to Accounting Literature

by
HAROLD DUDLEY GREELEY

This practical handbook on commer
cial law was written expressly for the purpose
of aiding those who are preparing for the
C. P. A. or Institute examinations in law.

The accountant, student, banker and,
in fact, everyone not engaged in the practice of
law will find this book invaluable as a review of
the whole field of commercial law.
347 Pages

Well Indexed

Cloth Bound

The Accountants’ Index and its Supple
ments contain a complete key to all the
important literature in English on ac
counting and its related subjects. Over
3,500 pages of references that are of
value to accountants and business men.
Accountants' Index.............................. $15.00
First Supplement..................................
5.00
Second Supplement............................ 10.00
Third Supplement................................ 10.00

COMPLETE SET OF FOUR BOOKS

$35.00

Price $2.50

AMERICAN INSTITUTE
PUBLISHING CO., INC.

AMERICAN INSTITUTE
PUBLISHING CO., INC

135 CEDAR STREET
NEW YORK

135 Cedar Street, New York

When writing to advertisers kindly mention The Journal or Accountancy

XIV

THE JOURNAL OF ACCOUNTANCY

Classified Advertisements

Copy for classified advertising must be in hand at the office of The
Journal of Accountancy previous to the twentieth day of the month
preceding month of publication. Rates for ‘‘Help Wanted" and
‘'Miscellaneous” are $9 per inch or fraction for one insertion; $7 per
inch or fraction,each additional insertion. "Situations Wanted.” $5
up to 65 words each insertion.

THE ACCOUNTS OF

HELP WANTED

AN OIL COMPANY

SALARIED POSITIONS —$2,500 to $25,000

by

This thoroughly organized advertising service of 25 years’
recognized standing and reputation carries on preliminary
negotiations for positions of the caliber indicated, through a
procedure individualized to each client's personal require
ments. Several weeks are required to negotiate and each indi
vidual must finance the moderate cost of his own campaign.
Retaining fee protected by a refund provision as stipulated
in our agreement. Identity is covered and, if employed, pres
ent position protected. If you have actually earned over
$2,500, send only name and address for details. R. W. BIXBY,
Inc., 125 Delward Building, Buffalo, N. Y.
SITUATIONS WANTED

Executive Accountant
University graduate in accountancy with eight years’ practical
experience, one of which was public accounting, and the last five
chief accountant and office manager in which capacity I am now
employed, desires a permanent connection with either some good
public accounting or private firm. Thoroughly experienced in
financial statements, budgets and budget control. Age 37,
Protestant. Highest recommendations as to character and
ability. Moderate salary. Box No. 224, care of The Journal of
Accountancy.

Accountant, graduate of Pace and Pace Course. Preparing to
take the C.P.A.-American Institute Examination in May. I have
done public accounting work. Have been general auditor for a
corporation past six years. Thirty-three years of age. Desire
connection with large firm of Certified Public Accountants.
Willing to move anywhere and begin as junior accountant.
Can furnish references. Box No. 225, care of The Journal of
Accountancy.

WANTED
Additional Copies of the

September
December
January
February

1916
1917
1934
1934

H. G. HUMPHREYS
This comprehensive and instructive

manual was published for the guid
ance and help of the many ac
countants and comptrollers who are
called upon to deal with questions not
found in other industries.

It is an important contribution to ac
counting literature and discusses the
problems of oil accounting from the
"bringing in” of a new well through
the pumping, piping, refining and dis
tribution of the product. Recent at
tempts to bring about better condi
tions in the industry under codes of
fair competition and other regulatory
measures are discussed in the text,
and the author expounds his proposals
for the handling and auditing of ac
counts in all the fundamental phases
of the industry.
The book contains many illustrated
forms of account and will be most
helpful to the accounting departments
of oil companies.
CLOTH BOUND

136 Pages

Price $2.00

Journal of Accountancy

AMERICAN INSTITUTE
PUBLISHING CO., INC.

American Institute Publishing Co., Inc.
NEW YORK

135 Cedar Street
New York

When writing to advertisers kindly mention The Journal

of

Accountancy

TLuva,

FINANCIAL

EXAMINATIONS
by

F. W. THORNTON

CONCISE REPORTS
OF

CURRENT EVENTS
AFFECTING ACCOUNTANTS

APPEAR IN THE

Bulletin
of the

American Institute
of

Accountants
A MONTHLY

NEWS MAGAZINE
OF ACCOUNTANCY

$1.00 a Year

F. W. Thornton, well known author
of accounting texts, has achieved a
remarkable success in the preparation
of this book.
It is one of the most concise and in
formative treatises on the general sub
ject of auditing ever written. It is
based upon the Federal Reserve Bulle
tin, Verification of Financial State
ments, amplifying the instructions
which that pamphlet contains.

This book was written to supply in a
brief text some explanation of the
reasons for the steps in the verifica
tion program of the bulletin and to
set forth more in detail what may be
included in the audit of a medium or
small sized company.
Many firms have distributed copies of
the book in large numbers to mem
bers of their accounting staffs. It has
also been adopted by various schools
as a text book for classes in auditing.

282 Pages

The
AMERICAN INSTITUTE
PUBLISHING CO., Inc.
135 CEDAR STREET
York

RUMFORD PRESS

CONCORD.N. H.

Price $2.00
CLOTH BOUND

AMERICAN INSTITUTE
PUBLISHING CO., INC.
135 Cedar Street
New York

EXAMINATION QUESTIONS

UNOFFICIAL ANSWERS
TO

MAY, 1927, to NOVEMBER, 1931
INCLUSIVE

EXAMINATION QUESTIONS
by

FINNEY, BAUMANN and GORDON

One of the ideal ways of prepar

ing for an examination is to re

view the questions and problems

While this volume does not con
tain the official answers to the

Institute’s questions, it does conwhich have been presented in
previous examinations.

tain the expression of well

weighed opinion of excellent
authorities as to what constitutes

This book contains the prob

a comprehensive answer to

lems and questions in accounting,

every question asked during the

theory and law prepared by the

five-year period ended in No

board of examiners of the Ameri

can Institute of Accountants and

vember, 1931.

It is fairly safe to assume that

any candidate who offered an
adopted by a majority of state
swers as satisfactory as those

boards.

which appear in this book would
pass with high honors.

281 Pages

Cloth Bound

PRICE $2.00

423 Pages

Cloth Bound

PRICE $3.00

AMERICAN INSTITUTE

AMERICAN INSTITUTE

PUBLISHING CO., INC.

PUBLISHING CO., INC.

135 CEDAR STREET, NEW YORK

135 CEDAR STREET, NEW YORK

